THE ECONOMIC JOURNAL 


JUNE, 1933 


BRITISH OVERSEAS INVESTMENTS IN 1931 


THE aim of the following paper, the fifth of a series of annual 
surveys of British Overseas Investments, begun in 1928, is to set 
forth the results of a study of the position in 1931,1 and to discuss 
such changes as have emerged in comparison with the preceding 
year. 
As on an earlier occasion, provisional figures are submitted 
for 1932—in anticipation of the detailed scrutiny of the full data 
now becoming available—in order to bring the general conelusions 
arrived at into closer relation with the realities and implications of 
our present economic position. 

In the belief that this may prove a desirable addition, an 
attempt has been included for the first time in the following pages 
to analyse and present in tabular form the geographical distribu- 
tion of the main body of foreign investments which forms the 
subject of this study. 

The procedure followed in conducting this investigation has 
remained substantially the same as in previous years,? while at 
the same time it has been possible to eliminate some sources of 
possible error and to supplement the available data in certain 
respects. The results obtained and the accuracy that may be 
claimed for them are only rendered possible, however, by the 
authentic information placed at my disposal by the Banks and 
Issuing Houses of London and by a great number of commercial 
and industrial Companies, both in the United Kingdom and 
abroad, and I am happy to have this opportunity of making due 
acknowledgment of their courtesy and valuable assistance. 

As in previous inquiries, the securities examined include : 


1. The bonds and stocks of Colonial and Foreign Governments 
and Municipalities, interest payments on which are 
made in London. 


1 The reader, if interested to compare the results for 1931 as now ascertained 
with the provisional estimate essayed last year, may be referred to the Economic 
JOURNAL, June 1932, p. 192. 

3 See Economic JouRNAL, June 1932 and September 1931. 
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2. Securities of all British companies, classified in the Stock 
Exchange Intelligence, operating abroad and registered 
in the United Kingdom. 

3. Securities of Foreign and Colonial companies registered 
and operating abroad in which dealings are permitted 
on the Stock Exchanges of the United Kingdom. 


This detailed analysis, although covering the main field of 
British investments overseas, is incomplete in so far as it omits 
from consideration a body of foreign securities held here but not 
dealt in in the British markets, other individual investments in 
private companies and firms and other property, and the oversea 
activities of a number of British companies whose main assets 
are situated in the United Kingdom. As on previous occasions, 
however, an attempt is made to include an estimate covering 
these forms of investment in the final totals. 


Grovp I. 


Colonial and Foreign Government and Municipal Stocks and 
Bonds 1 


The following table, which shows the proportion of interest 
paid in London, tax deducted, in respect of the bonds of foreign 
and Dominicn Governments and Municipalities, reveals that the 
amount held abroad is surprisingly high. 











TABLE I 
Type of Security. | 1930. 1931. 
Dominion and Provincial Government . : : 90-4% 888% 
Dominion and Colonial pietaneeen : ; : 91-9 89-8 
Foreign Governments ; . : an 55-0 54-2 
Foreign Municipalities : | 74-6 74:7 





In considering the above percentages it should be borne in 
mind that they relate not only to sterling issues made in London, 
but also to the not inconsiderable amount of sterling tranches 
placed abroad. This latter consideration does not, however, 
destroy the conclusion that during 1931, owing to the rapid and 
widespread fall in prices in the Foreign Bond market, Foreign 
and Colonial nationals repurchased some of the issues floated 
by their Governments on the London market. 

1 The method applied to this group of securities has been discussed in previous 
articles in the Economic JouRNAL and in detail in the June issue of 1930. The 


proportion of the interest paid in London, tax deducted, indicates the British 
holding in this class of investment. 





— SS YS Ee OS le 


= 





1933] BRITISH OVERSEAS INVESTMENTS IN 1931 189 


























TaBLeE II 
(£000’s.) 
Capital. Income. | Repayment. 
Type of 

Security. oink oii ae eae ee St ee 
1930. 1931. 1930. 1931. 1930. 1931. 

Colonial Govern- 
ments . ; 985,532 | 1,014,826 | 42,490 | 44,145 | 8,288 2,568 

Colonial Munici- 
palities . : 94,965 88,620 | 4,388 4,260 1,531 2,939 

Foreign Govern- 
ments . 2 320,112 301,875 | 15,793 | 15,715 9,032 | 10,139 

Foreign Munici- 
palities . ; 36,730 35,562 1,995 1,800 830 621 
Total . - | 1,437,339 | 1,440,883 64,666 | 65,920 | 19,681 | 16,267 

u u 











British money invested in new issues of Colonial and Foreign 
bonds in 1931, less repayment to British nationals through the 
operation of sinking fund and maturities, amounted to nearly 
£10 million. Nevertheless, it will be seen that the total amount 
of British capital outstanding did not increase to the same extent, 
thus affording some confirmation of the conclusion arrived at 
above regarding repurchases by Foreign nationals. Among 
Foreign bonds only, the heavy annual repayment through the 
operation of sinking funds combined with the gradual repurchase 
by foreigners has been responsible for a further reduction of £19 
million during 1931 in British capital invested in these bonds. 
The following figures illustrate the changes that have taken place 
in the British holdings of Empire and Foreign loans. 


TaBeE IIT 
British Capital invested in Empire and Foreign Loans. 
(£000,000’s.) 








| Empire. | Foreign. | ‘Total. 
1928 . | 1,035-9 364-5 1,400-4 
1929. . | 1,061-4 351-0 1,412-4 
1930, ; 1,080-5 356-8 1,437-3 
1931S. ! : 1,103-5 337-4 1,440-9 
| 








Therefore between December 1928 and December 1931, 
British holdings of Dominion loans increased by £68 million, 
whilst holdings of Foreign loans declined by £27 million, and 
amounted to only 23 per cent. of the aggregate at December 1931. 

In spite of defaults on some Foreign bonds during 1931, 
income from Colonial and Foreign bonds (as shown in Table II) 
increased during that year by £1} million. This is explained by 

02 
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the fact that during 1930 a number of important issues were 
floated in London on which a full year’s interest was not due 
until the succeeding year. Further, although moratoria were 
declared in 1931 by several South American countries, effective 
default on a full year’s coupons did not take place until 1932. Of 
a total service of £14,457,000 in default in 1932 in respect of the 
above loans, the loss sustained by British investors amounted to 
£8,140,000, of which £3,095,000 was in respect of sinking fund 
payments. 
Service in Default in 1932. 


Europe. ‘ : : : . £2,109,000 
Latin America . : : ; . 12,212,000 
China é ; : ‘ ? ‘ 136,000 


It will be noted that, in spite of financial and economic diffi- 
culties on the Continent, the extent of European default is sur- 
prisingly small, having regard to the fact that British investments 
in the bonds of European Governments and Municipalities con- 
stitute well over one-third of the total British capital invested in 
this class of security. 

Repayments in 1931 amounted only to £16-3 million as 
compared with £19-7 million in 1930 and £30-4 million in 1929. 
These wide fluctuations from year to year in this item are inevit- 
able, however, as repayments naturally vary in accordance with 
the loans which happen to mature and are actually repaid in the 
course of any one year. These maturities were over £16 million 
in 1929, but were negligible in 1931. Repayments in 1932, which 
included two large Indian loans, may be provisionally estimated 
at £34 million, after deducting some £3 million in respect of 
suspended sinking funds. 


BritTisH COMMERCIAL CAPITAL ABROAD 


It is convenient for purposes of analysis to divide this body 
of investment into two parts, one part comprising the securities 
of British companies operating abroad, i.e. companies registered 
in the United Kingdom; the second part consisting of British 
investment in foreign and colonial companies. 


1 Roughly, 3,000 companies have come under the purview of this investiga- 
tion, and British holdings have been assessed by means of samples averaging 
50 per cent. of the total capital involved. These samples are not identical in all 
respects with those used in previous inquiries, and consequently completely 
accurate comparisons with previous years cannot be made, particularly when 
changes are inconsiderable. For a full discussion of the method used and of 
its limitations in respect of bearer securities, nominee holdings, etc., the reader 
may be referred to the article on British Overseas Investments in the EcoNomIc 
JOURNAL of September 1931. 
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Group II. 


British Companies Operating Abroad. 

For the purpose of this investigation a company is taken to be 
operating abroad if its plant and equipment are in the main 
situated abroad. A number of companies, however, particularly 
among those classed under ‘‘ Commercial and Industrial,” carry 
on extensive business both at home and abroad. The larger 
companies of this nature have been covered by these inquiries, 
but no attempt has been made to estimate in detail the oversea 
assets of minor British companies. 

It has to be borne in mind, in a study of the tables given below, 
that dividends distributed on account of share capital, and 
interest paid on debentures, may not even approximately represent 
the effective remittances or the total earnings abroad of British 
companies operating overseas. For these receipts include 
remittances in respect of head office expenses and directors’ 
salaries, and net earnings must take account of sums placed to 
reserve out of profits or drawn from reserves to meet deficiencies. 
Since 1929, in which year net profits were frequently in excess of 
distributed dividends, the margin has shrunk considerably, and 
owing to losses suffered by important groups of companies, 
particularly Rubber companies, it may be doubted whether net 
earnings exceeded dividends declared for 1931. Similarly for 
1932, it is probable that on balance dividend payments were 
somewhat in excess of net earnings. 

The total nominal British capital invested in these securities 
tends to remain very stable in the absence of new issues or the 
flotation of new companies. Purchases and sales, although 
extensive, mainly result in transfers of securities between holders 
in the United Kingdom, the high rate of British income tax acting 
as a strong deterrent to foreigners to the purchase of shares and 
bonds of British properties situated in their countries.” 


1 In the case of shipping, account has been taken only of those companies 
whose trade is conducted almost wholly in foreign waters. It is, of course, true 
that of the earnings of the vast shipping trade between the U.K. and the rest of 
the world a considerable proportion is derived from abroad; this income, how- 
ever, is more appropriately viewed as payment for the export of shipping services. 

2 The investment in Mines increased from £72 million to £84 million as a 
result of new issues floated in 1931. The decline among Nitrates from £8-4 million 
to £5-1 million was due to the absorption of a number of British companies by 
Cosach, this company being registered abroad. Commercial and Industrial 
increased by £3-3 million owing to new issues. Elsewhere declines among Oil. 
Rubber, Tea, etc., were due to the writing down of capital. 
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Companies operating abroad, 


amount repaid. 


TaBLe IV 
Nominal amount of British Capital outstanding invested in British 
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the Income derived and the 




















(£000’s.) 
Share Capital. Loan Capital. 
Nominal | Divi- | Nominal | Inter- | Repay- 
Amount. | dends. | Amount. est. ment. 
1930. 
Dominion and Colonial Rails 1,381 27 26,927 1,416 52 
Indian Rails : 20,991 2,052 42,867 1,612 5,050 
Indian Rail Annuities . — — 25,816 1,284 1,126 
American Rails 800 37 800 32 -- 
Foreign Rails . | 220,202 | 10,257 | 170,589 7,152 447 
Banks and Discount Com- 
panies ; . R 26,591 3,431 —- — = 
Breweries 4,755 329 835 40 -— 
Canals and Docks 1,377 a 2,237 103 7 
Commercial and Industrial 62,249 3,699 20,638 1,049 627 
Electric Light and Power 7,905 569 6,112 393 55 
Financial, Land and Invest- 
ment é 85,604 4,230 25,162 1,056 386 
Gas 8,812 1,017 2,150 89 236 
Iron, Coal and Steel 8,018 474 2,284 105 40 
Mines ; 66,023 4,731 5,731 257 53 
Nitrates 5,969 262 2,440 122 308 
a 112,010 16,997 14,347 707 505 
Rubber 84,245 4,465 5,849 368 73 
Shipping . 15,154 720 6,856 372 188 
Tea and Coffee . 39,542 2,907 2,561 135 24 
Telegraphs and Telephones ‘ 23,940 2,041 4,560 265 38 
Tramways and Omnibus 14,948 382 18,860 836 225 
Waterworks ‘ 4,606 339 2,021 107 115 
Total 815,122 | 58,966 | 389,642 | 17,500 9,555 
1931. 
Dominion and Colonial Rails 1,593 54 27,312 1,448 31 
Indian Rails ; : 20,871 1,768 43,171 1,583 95 
Indian Rail Annuities . — — 25,579 1,272 1,156 
American Rails 800 37 800 32 — 
Foreign Rails : . | 221,191 4,004 | 173,539 5,819 148 
Banks and Discount Com- 
panies ‘ 26,339 3,300 — — — 
Breweries 4,739 320 835 38 — 
Canals and Docks 1,377 — 2,222 145 15 
Commercial and Industrial 65,611 1,924 20,583 712 478 
Electric Light and Power 7,758 608 6,841 316 153 
Financial, Land and Invest- 
ment . A 85,925 2,322 27,287 1,114 394 
Gas . 8,964 1,002 1,318 61 37 
Tron, Coal and Steel 7,609 196 2,130 87 153 
Mines ; 72,565 1,864 11,804 584 54 
Nitrates 3,372 — 1,747 105 200 
On. 107,514 | 11,306 12,852 639 456 
Rubber 81,951 218 5,685 157 60 
Shipping . 12,050 482 6,312 313 308 
Tea and Coffee < 38,610 1,735 2,542 122 26 
Telegraphs and Telephones . | 23,948 1,657 4,349 190 61 
Tramways and Omnibus 15,512 296 18,666 612 860 
Waterworks 4,521 203 1,911 102 215 
Total 812,820 | 33,296 | 397,485 | 15,451 4,900 









































VE 


he 











1933] BRITISH OVERSEAS INVESTMENTS IN 1931 193 














SuMMARY 
(£000’s.) 
; 1930. | 1931. 
Dividends on Share Capital . j é 58,966 | 33,296 
Interest on Loan Capital : : : 17,500 15,451 
76,466 | 48,747 





The decline in dividends from £59-0 million in 1930 to £33-3 
million in 1931 reflects the accentuation of the depression that 
took place during the year.1 The following figures show the 
movement for the four-year period, 1929-32 : 

















Dividends. 
Amount 
(£000’s). Per cent. 
1929 . F . - - ~ a 67,674 8-4 
1930 . : , : ; : : 58,966 TL 
1931 . ‘ : ‘ P ‘ ; 33,296 4-] 
1932 (provisional estimate) . F , 27,300 3:4 





It should be remembered, however, that a part of the decline 
in dividends remitted is due to exchange restrictions, especially 
in South America, where a substantial sum of service money has 
accumulated and would be transferred if exchange conditions 
permitted. 

In addition to the heavy fall in dividends in 1931, interest on 
loan capital (as shown above) declined by £2 million, the average 
rate of interest on the total outstanding falling from 4-5 per cent. 
to 3-9 per cent. owing to default, particularly among Foreign 
Railways. Repayments fell from £9-6 million in 1930 to only 
£4-9 million in 1931 owing to the absence of maturities and to the 
suspension of sinking funds in some instances during the latter 
year. 


Grovr III. 
Foreign and Colonial Companies (registered abroad). 


The securities examined under this heading are extremely 
diverse in character, and the type of company to which they 
belong varies from the company which is virtually British owned 
and controlled to ‘the company in which British interests are 

1 In important sections of the above table dividends declined between 1930 
and 1931 as follows: Foreign Rails 4-7 to 1-8 per cent.; Commercial and Indus- 


trial 5-9 to 2-9 per cent.; Mines 7-2 to 2:6 per cent.; Land and Investment 4-9 
to 2-7 per cent.; Rubber 5-3 to 0-2 per cent.; Oil 15-2 to 10-5 per cent. 
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insignificant. They also relate to large numbers of companies 
whose shares and bonds are traded in internationally, as, for 
example, South African Mines, American Railways and Public 
Utilities, Canadian Power Companies, etc. Consequently pur- 
chases and sales between holders in the United Kingdom and 
abroad more readily affect the volume of British capital invested 
in these securities than in the securities of registered British 
companies operating overseas, which have practically no market 
outside the United Kingdom. 

The total nominal amount of British capital invested in these 
securities appears to have declined from £782 million at December 
1930 to £759 million at December 1931, but it does not follow 
that the whole of this decline was due to repatriation of capital. 
Other important factors were the winding up of insolvent enter- 
prises, the writing down of capital accompanying financial 
reorganisation and the loss in market value of shares of no par 
value.1_ There is little evidence to show that repatriation in 
regard to these securities took place on a large scale during 1931, 
but it should be remembered that the body of investments 
examined above comprises mainly securities which are dealt in 
on the London Stock Exchange. There is also a large amount of 
investment in foreign securities not dealt in on the London market, 
and these investments have not been examined in detail. There 
is evidence to show that some of these securities were sold late in 
1931, advantage being taken of the gold premium caused by 
Britain’s abandonment of the Gold Standard. Further reference 
to this fact is made later on. 











SUMMARY 
(£000’s.) 
1930. | 1931. 
Dividends on Share Capital. : 31,693 | 22,654 
Interest on Loan Capital : : 19,350 | 18,192 
51,043 | 40,846 








1 In the case of securities of no par value there is no method of arriving at 
a figure corresponding to nominal value. These shares have consequently been 
included at the values in the balance sheets. The reduction in British holdings 
of share capital from £28 million to £13 million in the Iron, Coal and Steel 
section is due both to this factor and to the financial reorganisation of a group of 
Canadian companies in which British interests were substantial. The estimates 
of share capital for Foreign Rails, Gas and Waterworks show a decline from 
£40 million in 1930 to £32 million in 1931, due largely to the loss sustained by 
shares of no par value. 
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TABLE V 
Nominal amount of British Capital invested in Foreign and Colonial 
Companies, the Income derived and the amount repaid. 






























































(£000"s.) 
Share Capital. | Loan Capital. 
Nominal} Divi- | Nominal | Inter- | Repay- 
Amount. | dends. | Amount. est. ment. 
1930. 
Dominion and Colonial Rails | 57,024 4,926 | 160,516 6,531 3,344 
American Rails . - | 14,599 1,092 12,037 | 511 150 
Foreign Rails! . | ? ? 69,389 3,508 935 
Banks and Discount Com- ‘1 | 
panies 3 25,999 2,115 18,631 | 1,175 313 
Breweries . F : 1,266 28 | 1 — 
Canals and Docks ‘ 1,616 1, 471 2,473 21 1 
Commercial and Industrial ‘ 73,788 7,003 24,807 1,875 789 
Electric Lighting and Power. 11,042 750 31,483 1,754 915 
Financial, Land and Invest- 
ment ; i z Pp 24,005 952 27,962 1,536 760 
Gas } a j ? ? — — 
Tron, Coal and Steel - , 28,237 1,425 8,748 |> 536 PF 182 
Mines : 2 J 70,558 7,339 3,561 202 223 
Nitrates . - P ‘ — oo 3,125 219 144 
Oil. ; P 3 ; 24,520 999 -— _- 207 
Shipping . . | 4,183 231 1,037 145 | 1,305 
Telegraphs and Telephones ; 4,761 342 14,039 650 304 
Tramways . ‘ ’ 9,500 501 11,831 598 125 
Waterworks! : : ? ? 1,804 88 | — 
Total ; : - | 351,098 | 29,146 | 391,471 | 19,350 | 9,697 
1931. 
Colonial Rails ‘ ‘ “ 60,050 3,543 160,848 6,559 240 
American Rails . ‘ - 17,985 1,014 9,527 412 165 
Foreign Rails! . ? ? 65,389 3,096 974 
Banks and Discount Com- 
panies. ' : ‘ 27,263 1,837 18,012 1,158 282 
Breweries . , ‘ 1,266 - 28 1 — 
Canals and Docks ‘ ; 1,616 1,539 2,491 22 — 
Commercial and Industrial . 70,235 5,115 25,250 1,600 799 
Klectric Lighting and Power. 13,297 956 32,192 1,701 1,097 
Financial, Land and Invest- 
ment A ‘ : : 24,555 656 25,080 1,370 485 
Gas!. - eI F ? 390 22 oo 
Iron, Coal and Steel - | 13,048 560 8,858 474 161 - 
Mines ‘ " ~ ‘ 68,236 4,008 4,134 273 241 
Nitrates . : : ‘ 2,997 ==: 5,045 271 241 
Oil. 3 ‘ r r 24,500 566 —- - = 204 
Shipping . : 5,359 | 298 811 51 42 
Telegraphs and Telephone: ps 5,871 | 422 3 2,406 570 496 
Tramways. . | 9,500 | 501 | 11,520 531 | 158 
Waterworks ! : ; ‘ ? | ? 1,773 81 | — 
Total A ? . | 345,778 21,015 | 383,754 | 18,192 | 5,585 


| 


1 In the three sections for which precise estimates are not obtainable, rough 
approximations for 1930 were £39,965,000 Share Capital and £2,547,000 Divi- 
dends, increasing the totals to £391,063,000 Share Capital and £31,693,000 
Dividends. The corresponding figures for 1931 are £29,734,000 Share Capital 
and £1,639,000 Dividends, increasing the totals to £375,512,000 Share Capital 
and £22,654,000 Dividends. 
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It will be noted that the decline in dividends! from £31-7 
million to £22-7 million is not as heavy as the decline occurring 
among the British companies already examined. Some relief, 
it is true, was afforded by the gold premium included in dividend 
payments made in the last quarter of 1931, but it should be 
observed that Rubber and Tea companies, which were responsible 
for large losses in dividends during 1931, do not figure in the above 
table, British interests in foreign Rubber and Tea companies being 
negligible. 

The decline in dividends during the four-year period 1929-32 
is shown by the following figures of dividends distributed and the 
rate per cent. paid on the corresponding capital. 


(£000,000’s.) 








| Amount. Per cent. 
”. ae: a 9-6 
1930. ; ; 3 ‘ : 31-7 8-1 
1931 : : : ; 22-7 6-0 
1932 (provisional estimate) 18-5 4:9 








It is interesting to note that the average rate of dividends over 
each of the above years is greater on these securities than on the 
shares of British companies operating abroad for the corre- 
sponding year (see p. 193). 

To some extent this extra yield may be regarded as a recom- 
pense for the greater skill and knowledge required in the selection 
of securities for investment in this group. Dividend payments 
in 1932 are tentatively estimated at £18-5 million, a decline of 
only £4-2 million on the preceding year. The decline would, of 
course, have been much greater in the absence of the premium 
on gold. The gold premium has been even more effective in 


preventing a decline in sterling income from loan capital in this 
group. 
British Income from 
Loan Capital. 


1929. . P ‘ ‘ : : £19-7 million 
1930 - : ‘ . ‘ ‘ . 19-4 Sy, 
1931 . . ; i$ ‘ : , 18:2 ,, 
1932 (provisional estimate) : ‘ : 18°7 se 


Thus in spite of some degree of default it is estimated that the 
appreciation of gold in terms of sterling resulted in an increase of 


1 In individual sections of the above table the largest declines were Mines, 
£3-3 million; Commercial and Industrial, £1-9 million; Colonial Rails, £1-4 
million. Dividend payments were increased in the case of Electri¢ Lighting and 
Canals and Docks, the latter dividends being in respect of British Government 
holdings of Suez Canal shares. 
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£1} million in 1932 in the income from British capital invested in 
the bonds of foreign and colonial companies. 

We are now in a position to summarise the results so far 
obtained in the following table : 


TaBLE VI 
Nominal amount of British Capital Overseas outstanding, invested 
in certain classes of securities, the Income derived and the 
amount repaid. 





























(£000’s.) 
Capital. | Income. | Repay- 
ment. 
A. 1929. 
Foreign and Colonial Governments and 
Municipalities . . | 1,412,425 64,661 30,425 
British Companies (registered i in U. K. ) . | 1,186,811 85,983 8,488 
Foreign and Colonial ieee hte 
tered abroad) . : 838,788 61,721 | 9,593 
Total a ae 3,438,024 | 212,365 | 48,506 
B. 1930. 
Foreign and Colonial Governments and 
Municipalities . . | 1,437,339 64,666 19,681 
British Companies (registered i in U. K. ) . | 1,204,764 76,466 | 9,555 
Foreign and Colonial Companies heat 
tered abroad) . : é 782,534 51,043 9,697 
Total - oo. .  . «| 8,424,637 | 192,175 | 38,933 
Cc. 1931. 
Foreign and Colonial Governments and 
Municipalities . ‘. 1,440,883 65,920 16,267 
British Companies (registered i in U. K. ae 1,210,305 48,747 4,900 
Foreign and Colonial seaaeaameae aoa 
tered abroad) . ; 759,266 40,846 5,585 
Total a Oe see | 3,410,454 | 155,513 | 26,752 








As stated at the outset of this article, the above results deal 
with British nominal capital outstanding in Foreign and Colonial 
bonds, the securities of British Companies operating abroad, and 
the securities of foreign and colonial companies, dealings in which 
are permitted in the United Kingdom. The rate of income on 
this body of capital declined from 6-17 per cent. in 1929 to 5-61 
per cent. in 1930 and to 4-56 per cent. in 1931. This decline 
would, of course, have been much more pronounced were it not 
for the fact that almost two-thirds of these oversea investments 
are in fixed interest-bearing securities (excluding fixed interest 
Preference stock). Thus in spite of some defaults during 1931, 
interest payments declined only slightly from £103 million in 
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1929 to £100 million in 1931, while dividends on ordinary and 
preference capital fell from £110 million in 1929 to £56 million 
in 1931. 

In the surveys for 1929 and 1930 a figure of £300 million was 
taken to cover British holdings in foreign securities not dealt in 
in the U.K. and other forms of British investment not examined 
in detail. Analysis of the holdings of Investment Trusts and 
Insurance Companies which contribute largely to this figure 
indicates that in spite of some selling by such institutions late 
in 1931 the total volume of these securities did not suffer a con- 
siderable decline. In this respect it is worth noting that the 
funds available for investment by Insurance Companies, and the 
capital subscribed to Investment Trusts, are continually increas- 
ing notwithstanding economic depression, and that new outlets 
for investment were considerably restricted during 1931. Allow- 
ing for these factors, a net decline of more than £10 million in the 
above figure seems improbable and the figure of £290 million has 
been adopted to cover the balance of British Oversea Investments. 
The nominal amount of British capital for 1931 is thus increased 
to £3,700 million, yielding £169 million income.!_ The correspond- 
ing figures for 1930 were £3,724 million capital, yielding £209 
million income. The next table indicates the decline in income 
from British overseas investments in the four-year period 1929-32, 
the figures for 1932 being provisional only : 














TaBLE VII 
Income from British Overseas Investments, 1929-32.” 
(£000’s.) 
1929. 1930. | 1931. 1932. 
Foreign and Colonial Governments 
and Municipalities 64,661 64,666 65,920 60,000 
British Companies (registered in 
U.K. 85,983 76,466 48,747 42,500 
Foreign and Colonial | Companies 
(registered abroad) . 61,721 51,043 40,846 38,200 
Other Investments not covered by 
above ‘ * x : F 18,510 16,830 13,224 11,900 
Total . : ; . | 230,875 | 209,005 | 168,737 | 152,600 














The forecast of £152-6 million for 1932 is based on British 


1 The average rate of income derived from the £290 million British capital 
representing securities not quoted in the U.K. and other private investments 
is assumed to be the same as that accruing from the main body of investment 
examined in detail. 

2 The figures for 1932 are provisional. 
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capital outstanding at December 1931, but takes into account 
changes in sterling income due to abandonment of the Gold 
Standard. It is largely in consideration of this factor that the 
decline provisionally estimated for 1932 was only £16 million as 
compared with the £40 million decline in 1931; and an even 
smaller decline might have been assumed but for the impact of 
widespread restrictions on the remittance of funds from foreign 
countries during 1932. 

The prospect for 1933 seems even less unfavourable. The 
default on Foreign bonds that occurred in 1932 has largely been 
checked and negotiations have been opened in many instances 
for the payment of interest in arrears. The beneficial effect of 
the premium on gold continues in the current year and has been 
reinforced by South Africa’s abandonment of the Gold Standard 
late in 1932, resulting in a large increase in gold-mining profits. 
Finally, there are indications that the downward trend in trade 
and net earnings is less marked, while efforts are now being made 
to lessen the effect of exchange restrictions and to bring about 
reductions in tariffs. These considerations indicate that on 
balance a further substantial reduction in the current year in 
our income from overseas investments is unlikely. 


GEOGRAPHICAL DISTRIBUTION OF BRITISH OVERSEAS 
INVESTMENTS AT DECEMBER 1930 

The following analysis deals with nominal British capital 
invested overseas amounting to £3,186 million, being confined 
entirely to securities in which dealings are permitted on the 
various stock exchanges of the United Kingdom. This consti- 
tutes 85 per cent. of the total British overseas investment at 
December 1930. The balance, some £540 million, not included 
in this analysis, consists of private investments and securities 
not dealt in in the United Kingdom, as well as the overseas assets 
of a number of British companies whose activities are spread 
throughout the globe. A geographical analysis of the nominal 
capital corresponding to these overseas assets cannot readily be 
attempted.* 

The bonds of Governments and companies that have defaulted 
for many years and the assets of a large number of oil and other 
companies expropriated by Soviet Russia have been excluded. 

1 The £540 million not included in this geographical analysis are roughly 
distributed as follows: Dominions £200 million; United States £120 million; 
South America £130 million; Europe £50 million. It is hoped that a more 
accurate and detailed geographical analysis of this body of investment will be 
possible at a later period. 
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TaBLE VIII 


Geographical distribution of £3,186 million British Capital Overseas 
outstanding at December 1930. 
(£000,000’s.) 











Dominions. 

Australasia . ‘ ‘ ; : . £494 
India and Ceylon ; ‘ ‘ ‘ , . 458 
Canada . ‘ ; . . ‘ . 446 
South Africa . ; < . F f ; 224 
New Zealand . ‘ ‘ P ‘ F ‘ 123 
Malaya 3 ‘ ; : : ; ; 108 
British W. Afric ‘ é ‘ ; ‘ ‘: 46 
West Indies , ‘ ; ‘ . ‘ 40 
Other British Colonies 5 4 : F 48 

Total Dominions ‘ ‘ : . . £1,987 

Foreign Countries. 

Europe 2 ° ° . ‘ : ; . £245 
Argentine . . ‘ ‘ ; ; . 360 
Brazil 3 . ‘ . ‘ . 3 - 151 
Chile ‘ ‘i F : ; - 5 49 
Rest of South America - ‘ - . F 83 
Mexico * and Central America . . ; ‘ 50 
United States ¢ > . : ‘ ‘ ‘ 81 
Japan . . : . . : ‘ : 63 
China ‘ m ; ‘ ‘ ‘ ; ‘ 40 
Other Asiatic Countries é ; 3 . ‘ 47 
Non-British Africa ® ‘ s ‘ ; ‘ 29 

Total Foreign Countries . ;. . . £1,198 





Although the above figures as a whole cover 85 per cent. of 
British capital invested abroad, the percentage covered in the 
case of individual countries varies considerably. For example, 
while the above figures for Australia and New Zealand may be 
assumed to cover nearly the whole of our investments in these 
Dominions, the ascertained percentage is only about 40 per cent. 
for the United States, and probably less than 80 per cent. for 
the Argentine § and Brazil. In the case of India and Canada the 
percentage is about 85 per cent., but total investment in India 
and China would have to be substantially increased if proprietary 
holdings by British nationals permanently resident in these 


1 Malaya is here taken to include the whole of the Malayan Archipelago, 
including non-British territory and the Dutch East Indies. 

2 The whole of Turkey has been included in the European figures. 

8 The total for Mexico would be considerably increased if capital long in 
default were included. 

« The total amount of long-term British capital in the United States, including 
the subsidiaries and branches of British Companies, and securities not dealt in 
in the U.K., is roughly estimated at £200 million nominal value. 

5 Including Egypt. 

6 The smaller percentage in the case of the U.S. and the Argentine is due to 
the large amount invested in securities not quoted in the U.K. 
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countries are included. The following table indicates the distri- 
bution of the above body of investment according to various 
classes of enterprise : 


TaBLE IX 
Distribution of £3,186 million British nominal capital in various 
classes of enterprise over the territories of the world. 
(£000,000’s.) 



































Govern- 
mental : ‘ ' 
Area. and Rail- | Public | wines. | Miscel- | Total. 
. . | ways. | Utilities. laneous. 
Munici- 
pal. 
Australasia ‘ i 432 2 9 9 42 494 
New Zealand ‘ 110 — — — 13 123 
Canada and Newfound- 
land ; j F 97 213 32 2 102 446 
South Africa ‘ ‘ 118 20 3 50 33 224 
India and Ceylon : 261 90 12 14 81 458 
Malaya 1 41 — 4 8 92 108 
Other British Territories 65 29 3 9 ~ 28 134 
Total Dominions . 1,087 354 63 92 391 1,987 
Europe (including Tur- 
key) F é ; 120 30 18 6 71 245 
South America . | 134 353 54 6 96 643 
U.S., Mexico and Cen- | 
tral America . ‘ 2 49 29 10 41 131 
China and Japan é 83 — 5 1 14 103 
Other Foreign Terri- 
tories F =| 14 2 3 3 55 vy 
Total Foreign Ter- | 
ritory - 353 | 434 109 26 277 1,199 
Total—the World . : 1,440 788 172 118 668 3,186 





1 Malaya including foreign territory as well as British. In particular, the 
£4 million under Governmental and Municipal represent the Bonds of the Dutch 
East Indies Government held in the U.K. 


Although the geographical distribution shown above applies 
to a total of £3,186 million of capital outstanding at December 
1930, such changes as have since occurred are not likely to have 
modified the position appreciably. About two-thirds are invested 
in the Dominions. The capital invested in Australia and New 
Zealand in the main takes the form of Government and Municipal 
loans. In the case of Canada less than a quarter consists of 
Government securities, but a substantial proportion of the £213 
million invested in Canadian Railways in fact carries the Govern- 
ment guarantee. Miscellaneous enterprise in the Empire includes 
a single item of £92 million largely invested in Malayan rubber 
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production; and about one-half of the £81 million attributed to 
India represents ownership of tea plantations. 

In South America, Railways account for over one-half of the 
British capital invested there, and it is of particular interest to 
note that investments in Railways represent nearly a quarter of 
British overseas capital throughout the world. Indeed the 
figure would be still greater if account were taken of the large 
proportion of Government borrowing by China, Japan and others 
applied to the financing of railway construction. 

Of £118 million in Mines, £92 million are invested in the 
Colonies, £50 million in South Africa being connected largely with 
the production of gold. 


Balance of Payments. 


In the annual survey for 19301 it was pointed out that the 
figure obtained for total Income from British Overseas Invest- 
ments should not be used as a net figure for the purpose of esti- 
mates of the Balance of Payments. For apart from the deduction 
that must be made on account of income accruing to foreigners 
from investments in the U.K., account must be taken of the net 
amount placed to reserve by British Companies operating abroad, 
and of the cost of maintaining their head offices at home (see 
p. 191, Economic Journat, June 1932). Moreover, the 
substantial default on foreign Government and commercial 
bonds during last year raises an important consideration con- 
nected with the present method of estimating Balances of Pay- 
ments. A Balance of Payments may represent the difference 
between the annual cash receipts and cash outgoings of a country 
in respect of all transactions of a revenue character. The official 
estimate of the Balance of Payments of the United States appears 
to be based on this model. On the other hand, a Balance of 
Payments may represent the annual net balance of all claims arising 
out of transactions or contracts of a revenue character, even 
though actual remittance in some cases may be deferred. Much 
confusion of thought has arisen as a result of no clear distinction 
being drawn between the two methods and many current 
estimates suffer from this inconsistency. The latter method, 
which is the one adopted by the Board of Trade in its estimate 
of the Balance of Payments of the United Kingdom, gives a 
truer account of the country’s trading position. For example, 
in its estimate for 1932 the Board of Trade includes the value of 
the whole of our exports during the year, although, in fact, a part 


1 See Economic JOURNAL, June 1932. 
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was not paid for, owing to exchange restrictions and difficulties 
existing in many countries. Again, in the past, the whole of the net 
earnings abroad of British Companies appear to have been included, 
although in practice large sums may not have been remitted home. 
From this point of view the earnings of British Railways in the 
Argentine must appear in these Board of Trade returns as a credit 
item, although in many instances dividends were suspended owing 
to the impossibility of remitting funds. In so far as payment of 
the interest on many Foreign bonds has been made in foreign 
currencies or funded, as in the case of Brazil, such interest must 
logically be regarded in the same light and therefore included in 
the Balance of Payments. In essence the effect is the same as 
if these sums had been transferred and the funds then re-exported 
as capital.1_ Thus in so far as interest due is deferred or funded, 
the aggregate of British capital abroad on short or long term is 
correspondingly increased, and the net increase may conveniently 
be regarded as an “‘involuntary export”’ of British capital. The 
provisional estimates for 1932 (see Table VII) indicate a decline 
of nearly £6 million in the income from Foreign and Colonial 
Government and Municipal securities, and of another £6 million 
in the income from British Companies abroad, a total of £12 
million in these two groups. In view, however, of the above 
considerations, it would seem consistent to include only a part 
of this decline in the Balance of Payments. 


New Overseas Investments in 1931 and 1932. 


In previous articles figures have been given showing the net 
amount of new long-term overseas investments in each year since 
1927, exclusive of capital movements due to the purchase or sale 
of existing securities, and money directly subscribed to new 
issues in overseas countries. This net ‘new money ”’ invested 
abroad is equal to the British subscriptions to oversea loans less 
repayments to British nationals through the operation of sinking 
funds and through loan maturities. 

The figures on p. 204 do not give an adequate picture of the net 
overseas investments during any of the above years, since they 
exclude other outward capital movements. They reveal, however, 
the striking decline that has been taking place during the last four 
years, while in 1932 for the first time in many years, due to the 
incidence of the Treasury embargo on foreign loans, repayments 
actually appear to have exceeded subscription to new overseas 


1 The effect is not exactly the same since these funds are for the time being 


immobilised. 
No. 170.—vo.L. XLII. P 
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(£000,000’s.) 














| 

British Sub- | Repay- “* New 

scriptions to ment to Money ” 2 

New Oversea U.K. Invested. 

| Issues. 

1929 | 96 | += 
1930 | 98 39 + 59 
Se ee | 41 | 27 +14 
1932 (provisional estimate) : | 35 | 42 — 7 





1 These figures exclude conversions but include issues the proceeds of which 
were used for redemption. 

2 The ‘‘ New Money ” invested in 1927 and 1928 is roughly estimated at 
£132 million and £108 million respectively. 


issues floated in London. This decline in new overseas invest- 
ments, accompanied during the last two years by a moderate 
repatriation of long-term capital, indicates that the total volume 
of these investments is declining. A similar trend in the total 
volume of overseas investments last occurred during the early 
years of the War, when American securities were sold in large 
quantities to provide funds for War purposes. 

Although, as already noted, the position in the current year 
is much more favourable and the adverse tendencies in the 
balance of payments and oversea investment income have largely 
been checked, it is as yet too early to discuss the possibility of the 
resumption of foreign lending either by London or foreign centres. 
Political uncertainty, the limited operation of the Gold Standard 
and restrictions on foreign exchange dealings, high tariffs and 
other impediments to trade all tend to postpone indefinitely such 
a revival. 

At the same time, there are indications that since the abandon- 
ment by Great Britain of the Gold Standard in September 1931, 
the process of readjustment of the factors responsible for persistent 
disequilibrium in world economy has been greatly accelerated. 
The adverse trade balances of many debtor countries have been 
noticeably reduced; labour and other industrial costs have to 
some extent been cut; and conversion schemes have substantially 
relieved the burden of indebtedness in several important countries. 
In spite of this, progress towards the readjustment essential to 
solid recovery remains slow and a resumption of foreign lending at 
this stage, even though accompanied by a rise in world prices, 
would only encourage debtor countries to postpone rather than 
proceed with the readjustments indispensable to genuine recovery. 
RoBERT KINDERSLEY 
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THE NATIONAL INCOME AND THE THEORY OF 
PRODUCTION 


Last year I estimated! (The National Income, 1929-31, Mac- 
millan) a social income of some £3,500 m. in 1931, as against 
£3,590 m. in 1924 and a maximum figure of just under £4,000 m. 
in 1929. These estimates, it may be said again, refer to the social 
or net income and thus exclude all “ transfer ’’ incomes such as 
interest on the National Debt, old age pensions and the like; 
include at cost price the services performed by the State and local 
authorities; include all paid domestic work; and do not credit 
or debit the total with changes in the valuation of securities, 
fixed capital, or stocks. Now that a reasonable number of profit 
statistics relating to the year 1932 are available it is possible to 
make a rough estimate of the national income for that year by 
the same methods as used above. 

But in addition to this I have endeavoured to develop a 
technique for the continuous measurement of the national income 
by two new and quite independent methods, one being based on 
statistics of consumption and investment, and the other on statis- 
tics of wages and profits. This makes possible an estimate not 
only of the income for 1932, but also of the running rate of earnings 
up to date in the current year. For 1932, these three methods 
give results within 1 per cent. of each other, as shown below. 
We may begin by estimating the income for 1932 along the old 
lines. In 1929 wages and salaries totalled £2,320 m.; rent 
of land and buildings £293 m.; Government income £33 m.; 
employers’ rates and social insurance payments £120 m.; net 
income from overseas, including commissions and short interest, 
amounts written off stocks and head office remittances, some 
£378 m.; amounts written off stocks at home £65 m.; profit and 
interest £787 m., of which some £100 m. represented debenture 
interest (loc. cit., pp. 70, 72 and elsewhere), totalling £3,996 m. 

In 1932 Dr. Bowley’s wage-index averaged 95-5, as opposed 
to 99-3 in 1929, and the Ministry of Labour’s estimates of the 
numbers in employment month by month average 835,000 less. 


1 T should like to draw attention to a copying error in this book, in Table 
XXVI, p. 76. The numbers in the last line but two should read 5,065,000 and 
5,270,000 instead of 14 millions odd, and the diagram should be altered corre- 
spondingly. 
P2 
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Multiplying the 1929 total by both these factors, we may estimate 
£2,143 m. for wages and salaries. ‘The index figure of rents showed 
a rise of alittle over 1 per cent. during this period (as more houses 
become decontrolled), while new buildings of an annual value of 
some £9 m. came into occupation each year. Allowing for some 
reductions of rents, we may put the figure for rents at £318 m. 

Income from overseas, computed as above, shows, as might 
be expected, a high correlation with the Sauerbeck index-number 
of (sterling) prices of primary commodities, the latter being 
corrected for trend. Over the period 1922-31 this income 
(omitting loan interest) is correlated with prices to the extent of 
-86 + -05. The downward trend of world prices of primary 
commodities over this period is not reflected in the income figures, 
and is clearly due to the downward trend of costs of production. 
As the correlation is so high, I have made use of it to construct 
an equation for use in interpolating and extrapolating estimates 
of income from overseas by means of the Sauerbeck index. 

In 1932 sterling prices of primary commodities were only 
2 per cent. lower than in 1931, and the fall in costs of production 
probably began to catch up the fall in prices. The equation 
mentioned above indicated some recovery in overseas income 
during the last year: and taking into account defaults on fixed 
interest payments we may write the total income from overseas 
at £228 m. I do not think the Board of Trade have given 
adequate grounds for their estimate of a further heavy fall 
between 1931 and 1932. 

If, as the British Government did, we reckon the payment 
to U.S.A. last December as a capital payment, we can put 
Government income for the year at £15 m. Employers’ rates and 
social insurance payments stood at £124 m. The amount written 
off stocks, which has to be re-included, calculated in the same way 
as before, gives £46 m. 

I have not yet been able to make a detailed investigation of 
profit statistics for 1932. Taking the Zconomist figures as they 
stand, summing the reports of home industries published between 
October 1932 and April 1933, and approximately weighting the 
groups according to the relative importance of the different 
industries as contributors to the total of profit, a general average 
is obtained showing profits in 1932 as 10-5 per cent. less than in 
1931, or 40-4 per cent. below 1929. Between 1931 and 1932 
profits in public utilities showed a rise of 5 per cent.; in heavy 
industry a fall of 23 per cent.; textiles showed a considerable rise 
from the low figures of the previous year; and the great mis- 
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cellaneous group showed a fall of 8 per cent. Assuming that 
debenture interest has remained unchanged, we can estimate the 
total of profits and interest at £510 m. in 1932. 

We thus obtain a final estimate of £3,384 m. An interesting 
confirmation of this can be obtained from the Budget estimates 
of income tax yield in 1933-34 as against 1932-33. In the 
main these estimates are based on the income earned in 1932 
and 1931 respectively, and the total estimate shows a fall of 
4-6 per cent. between the two years. Wages and salaries below £250 
contribute only a very small proportion of the total yield of Income 
Tax. Theseand the other non-taxable items in the national income 
add up to £1,953 m. and £1,872 m. respectively in 1931 and 1932. 
To the residue of £1,546 m. in 1931 we must add £276 m., the 
interest paid on the National Debt in that year, which was 
assessed to tax in the same year, and is excluded from our national 
income estimates. Reducing this total of £1,822 m. by 4-6 per 
cent. we get an estimate of £1,739 m. taxable inceme (as defined 
above) for 1932, of which £224 m. represents interest on the 
National Debt. Adding the total of wages and small salaries 
we thus get an estimate of £3,387 m. for the national income in 
1932. This remarkable closeness is, of course, accidental, but 
this method certainly provides a general confirmation. 

Neither of the above methods of estimation, however, is 
capable of being continuously applied to give up-to-date results. 
They are designed more in the nature of a check on the two 
methods which follow. The deductions and the tables below can 
best be elucidated by means of symbols, which are virtually the 
same as I have used in my previous work (loc. cit., pp. 127-8). 

Let F be the amount spent on consumption, J the current 
value of new investment, # the total of costs of production, 
including a normal profit which must be arbitrarily defined, Q 
the excess or deficit of current profits above or below normal, 
O the quantity of output, and JT the general price level of current 
output. 

Previously I used as my working equation : 


E 
Q=(m—5).0, 
a rearrangement of one of the fundamental equations in Mr. 
Keynes’s T'reatise on Money. ‘This I shall continue to use; but 
when direct measurement of F is possible, we can use a still more 
fundamental, but as yet unpublished, equation of Mr. Keynes’s 
which obviates the necessity of arbitrarily defining normal profits : 
AQ = 4F + Al — AE. 
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In plain English the increase in consumption during a period, 
plus the increase in investment, less the increase in total costs of 
production, required to meet these new demands, represents the 
rise in profits during that period. 

Statistics of retail sales going back to the middle of 1929 are 
now available. I have used them as the principal items in a 
new quarterly index-number of the value of consumption, which 
is weighted as follows: retail sales of food 16, of other com- 
modities 17, rents of dwellings 8, railway passenger receipts 2, 
postal receipts 1, registrations of new motor cars 1. Rents have 
been given a high weighting in order to cover also a number of 
other almost constant items of expenditure, such as rate services, 
domestic service and the like. The series is corrected for seasonal 
variations, as are all the others included in the table. 

Apart from this new series, I have proceeded more or less by 
my previous methods in calculating 7, ZH, O and J, but I have 
now brought all these series up to date, and compiled them 
quarterly back to the beginning of 1927, which is a convenient 
starting-point. 

In calculating O, H and II I have made a small change from 
my previous method. I include the output, costs and prices of 
industry, agriculture, all forms of transport, distribution and 
building, and the incomes arising from rents and from overseas. 
These between them cover over 80 per cent. of the national 
income. But in these calculations I have not attempted to 
include any estimate for the remainder, consisting of various 
services other than transport and distribution, such as education, 
domestic work, professional and Governmental services, for which 
the data on costs are very inadequate and where measurement of 
“ output ” means very little. We must assume that the remaining 
80 per cent. of the national income will give representative figures 
of general prices, costs and profits. 

The figures given below must all be considered provisional, 
but I am hopeful that they will not be subject to any 
big amendment. In these matters one has to wait years before 
getting final figures, but one of the purposes of this article is to 
show that it is possible to develop methods which keep the figures 
fully up to date, methods which can be checked against each 
other, of a good degree of accuracy. 

I have made a number of changes in my calculation of the 
total of investment, partly as the result of a new investigation 
into stocks and working capital, partly from the use of data now 
available from the 1930 Census of Production on the value of 
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the output of fixed capital goods, which I have not space to 
describe fully here, but will elsewhere. In general it may be 
said that the estimates are based on statistics of employment in 
the engineering, building and contracting, and shipbuilding 
trades, the recorded maintenance and capital expenditure of the 
railways (which even now account for 10 per cent. of the whole 
annual total of gross home investment), and statistics of the import 
and export of finished capital goods. Investment is here reckoned 
gross, 7.e. including expenditure on maintenance and depreciation. 
I have also made more comprehensive the statistics dealing with 
stock-in-trade and working capital. Fairly full data on retailers’ 
stocks are now obtained by the Bank of England, and changes in 
the working capital of industry are estimated from a new sample 
of over a hundred companies. The figures given below refer not 
to the change in value, but to the value of the change in working 
capital from quarter to quarter; that is, changes in its physical 
quantity, valued at current prices. In my previous investigation 
I underrated the magnitude of these fluctuations. It has been 
suggested by Mr. Hawtrey, and by others, that changes in stocks 
or in working capital are not sui generis with investment in fixed 
capital. I have therefore indicated these figures separately in 
the table and diagram, though for the present at any rate I am 
including changes in stocks, etc. with investment in the price 
equations. 

For a base period for the index-numbers I take the average 
of the years 1927-8-9. In my previous investigation I took 
1924-9, omitting 1926, as the period for which profits were to be 
considered ‘‘ normal’”’: we can substitute the new period without 
making more than a small difference to the figures of Q. In the 
calculations which follow, the total value of Q is estimated from 
the figure relating to that part of income included in the index- 
numbers. It is derived from a comparison of prices and costs, 
that is J7 and z 

“Variable output’ is defined as the output of industry, 
building, transport, and distribution, excluding income from 
abroad, rents, and agriculture, or that part of the national 
income which is fully susceptible of variation from causes 
arising within this country. It will be shown below that this can 
be calculated from Q by a certain relationship which holds with 
remarkable comprehensiveness. 

The bases for the # and F series are the average recorded 
national income over the base period 1927-9. But apart from 
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this element the two methods of measuring the national income, as 
E + Q, or as I + F, are totally independent. The closeness of 
agreement of the quarterly figures during a period of big fluc- 
tuations is very satisfactory, the average discrepancy being 
about 2 per cent. My method of calculating / probably gives the 
figures a slight upward bias, which may account for the former 
total generally being a little higher than the latter. For the total 
of the year 1932 the two methods give £3,853 m. and £3,878 m. 
These refer to gross income, and deducting £440 m. for de- 
preciation (loc. cit., p. 114) we get alternative estimates of 
£3,413 m. and £3,378 m. We thus have three well-grounded 
methods which give estimates for 1932 of £3,413 m., £3,378 m. 
and £3,384 m., and a fourth which provides a rough check by 
means of the Budget estimates indicates £3,387 m. 

The fall in income between 1931 and 1932 is mainly due to the 
fall in price. Real income in 1932 may be reckoned at 0-8 per 
cent. below 1931, 10-0 per cent. below 1929, and 8-9 per cent. 
above 1924. 

The table and diagram bring out the greater relative stability 
of consumption as compared with investment, but also show 
that the absolute fluctuations are of about the same order of 
magnitude, and, what is perhaps more important, they are 
generally in the same direction. Savings, defined as the amount 
by which consumption falls short of normal income, have not 
fluctuated very much since 1929. Through 1930 there was a 
fall in savings—that is to say, consumption was maintained 
while income was falling—but this process was reversed in 1931, 
and the financial crisis of the fourth quarter of the year gave 
impetus to a movement (towards increased saving) which had 
already begun. There has been little movement since then. 

Another interesting feature is the apparent rise in working 
capital (stocks) on the impact of depression in 1930. This was 
reflected in the figures of Q, but in this case at any rate it was not 
sui generis with the figures of other forms of investment, and in 
fact does not appear to have had the effect on output that we 
might have expected from any other form of 4Q. 

We may now turn to the data concerning the variable element 
in output. The data over the period 1924 to 1929 give a linear 
upward trend of some 24 per cent. per annum. The figures of 
the deviation of current output from this trend appear to be 
functionally related to @. This relationship is plotted in Diagram 
II, the date corresponding to each point being indicated. This 
curve is nothing less than the fundamental elasticity of supply of 
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DIAGRAM I. 
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output in general, in response to changes in profit. After all, 
the curve is of the shape which theory would have led us to 
expect, with comparatively low elasticities at the high and the 
low levels of output, but a high elasticity over a critical middle 
range. From the curve which is here drawn in freehand, data 
are taken in order to calculate for Diagram I a “ calculated value ” 
of output corresponding to current values of Q. This accords 
very closely with actual output. 

This relationship between Q and output, depicted in Diagram 
II, appears to indicate that there is at any time a level of output 
corresponding to fairly full employment of resources (although 
this level moves upwards with time), which cannot be exceeded 
without a big rise of profits and prices, and that at certain dates 
in recent years we have been near to this level. At the present 
time this figure of maximum capacity represents a level 25 per 
cent. above our current level of industrial activity, or an increase 
of employment of only about a million and a half. 

In Diagram II are plotted also the data relating to output per 
insured person employed. This shows an upward trend of 1 per 
cent. per annum. When trends are removed, this quantity can 
be expressed as an almost linear function of output with a very 
high degree of precision. Calculated as a linear correlation, this 
relationship works out at -95-+ -01. This means that over a 
big range of output changes we are in a position to calculate 
wage costs, as well as changes in the level of profits, and hence the 
price-level corresponding to each level of output. 

These relationships are new and unexplored, but I am publish- 
ing them at this stage because the data seem to support them 
quite firmly, and because they do seem to have a great intrinsic 
interest. There are many baffling problems connected with 
employment, for instance, on which they ought to throw a good 
deal of light. In order to reach the happy condition which I 
have described above, with output raised 25 per cent. and some 
million and a half more in employment, when we would be 
approaching the limit of our productive capacity, we should have 
to raise Q by some £300 m. a year above its present level, and 
the fundamental equation to which we must work is 


AQ = AI + AF — AE. 


This is a tall order for the most enthusiastic supporter of loan 
expenditure; but if, as the other school of thought urges, these 
results are to be attained by reducing costs, we must find some 
way of reducing costs without reducing consumption. Otherwise 
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we shall be back where we started. If private expenditure by 
the rich, or reduction of savings, is to do the job it must be 
raised by some 30 per cent. 

I hope to be able elsewhere to bring the figures and diagrams 
up to date periodically, and to revise the data. 

I must conclude by mentioning a vehement attack on my 
whole work in the field of the national income, which has been 
made by Dr. E. C. Snow in the Journal of the Royal Statistical 
Society. I hope to enter more fully into this controversy else- 
where, but I can give a short answer to the main criticisms which 
he makes. He claims (i) that I have under-estimated the numbers 
of independent workers by some 300,000, and over-estimated the 
number of salary earners by the same amount; (ii) that the 
average income of the independent workers below Income Tax 
level is £120, not £96 as I have estimated; (iii) that my methods 
of estimating the value of industrial output are totally unreliable. 

(i) Dr. Snow must preserve a sense of proportion. If the 
whole of this first contention is true, some 300,000 incomes will 
have to be transferred from one class to another, but the difference 
in the total of the national income will be about £1 m. For the 
average incomes of the two classes are almost equal. In fact, 
my estimate of the decline in the number of independent workers 
and small employers is not based solely on extrapolation, but 
agrees very closely with the difference between the rates of 
increase of the numbers under Health Insurance and the whole 
adult population over this period. An estimate of the increase 
in the number of salary-earners at the rate of 100,000 per annum 
he describes as “‘ so surprising that it should surely have arrested 
the author’s attention.””’ The number of income-tax assessments 
on non-wage-earners, however, has been showing an annual 
increase of some 90,000, and the recent extension of the scope of 
income tax has revealed that my estimates are if anything on the 
low side. The new income-tax figures reveal that the numbers 
of people receiving incomes not from wages increased by about 
2,000,000 between 1921 and 1930. The main part of this increase 
was Clearly salary-earners. 

(ii) Dr. Snow supports his figure of £120 from “‘ knowledge of the 
distribution of incomes in general.” This is without ground. 
Apart from certain entirely speculative estimates, the only infor- 
mation we have on the frequency distribution of these lower 
incomes are data collected by Bowley and Stamp relating to 
salaries. The average here works out at £100. For independent 
workers, in their estimate, Bowley and Stamp took £98 as 
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the average of incomes below £150, as against my estimate 
of £96. 

(iii) In this case we can submit my methods to the test of 
experience. Writing before the results of the 1930 Census were 
available, I made an estimate of the net output for 1930, a diffi- 
cult quantity to estimate because it represents the difference 
between two unknown quantities, and particularly difficult at a 
time of rapidly changing values such as 1930, but my estimate was 
within 3} per cent. of the correct figure.! 

CoLIn CLARK 

1 My estimate for the total net output of 1930 was £1,701 m., or £1,653 m. 
excluding Northern Ireland and the laundry trade. The published data for firms 
employing over ten workers, allowing for outstanding returns, show £1,468 m. 
for 1930. The smaller firms, including some whose output was estimated, had 
an output of £113 m. in 1924. Their distribution was not representative, as they 
were concentrated in certain prosperous trades such as building, motor repairing, 
etc., which trades show a weighted average increase of 14 per cent. between 1924 


and 1930. We may put their output in 1930 at £129 m., and the whole at 
£1,597 m. as against my estimate of £1,653 m. 
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THE ECONOMICS OF ROAD AND RAIL COMPETITION 


§ 1. THE competition between the road motor and the railways 
is not a simple case of competition between two rival methods of 
providing a service analogous to the competition between two 
commodities. Dissimilarity in the internal organisation of the 
two industries introduces complications. The railways are 
monopolised. Their charging system consists of a structure of 
differential rates laid down by law, and the exercise of their 
monopoly has had to be hedged about with safeguards which 
disable them to-day from competing effectively with road motor 
enterprise. The road transport industry is highly competitive, 
and, as in most industries, competition among themselves has 
forced road hauliers to charge a single price for the transport of 
goods by road, and has made unnecessary any further safeguards 
of public interest. 

§ 2. The charging powers of the railway companies are pre- 
scribed by Part III of the Railways Act of 1921. The Act 
establishes a General Railway Classification of Merchandise (the 
G.R.C.) and a Schedule of Standard Charges. 

The G.R.C. divides the goods offered for transport into twenty- 
one categories or “ classes.”” To each of these classes there is 
applied a Standard Rate. Goods in Class 21 are charged at the 


Standard Rates, in shillings per ton. 

















CLASS 
: Excluding Collec- Traffic in 
Rates include Charges for Collection and separ 
Dis- oe ‘ tion and Delivery Owners 
Protest Delivery. (C.D. rates.) (8.8.). Wagons. 
(ilies). |_..__ = A an 

20 19 17 15 13. 11 9 7 5 3 1 
23/3 21/10) 18/4 | 14/7 13/7 | 12/3 5/5 4/7 2/4 2/2 1/5 
10 25/9 / 20/4 | 16/2 15/0 | 13/6 6/7 5/7 3/2 2/11 2/1 
20 32/0 29/0 24/7 | 20/1 18/4 | 16/6 9/5 8/2 5/4 4/9 3/8 
30 37/2 33/4 28/0 | 23/ 20/9 | 18/8 | 11/ 9/8 6/5 5/8 4/6 


80 60/3 52/6 43/3 | 36/3 | 31/6 | 28/2 | 18/11] 16/0 | 10/10 7/5 
100 68/9 59/7 48/10 | 41/3 | 35/6 | 31/8 | 21/9 | 18/3 2/5 | 10/10 8/4 
120 76/1 65/5 / 5/0 | 38/5 | 34/1 | 23/8 | 19/10} 13/8 | 12/0 9/2 
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Standard Rates, in pence per ton-mile. 























Crass 
‘ Excluding Collec- Traffic in 
c Q 3 
Dis- a tor Seite — and tion and Delivery. Owners 
tance s ie (S.S. rates.) Wagons. 
oo A Ei eres ae ae = 

20. 19. aM. 15. 13. 11. 9 VG 5 3 1 
6 46:50 | 43-67 | 36-67 | 29-17 | 27-17 | 24-50 |10-83 | 9-17 | 4-67 | 4:33 | 2°83 
10 30-90 | 28°40 | 24:40 | 20-60 | 18-00 | 16-20 | 7:90 | 6-70 | 3-80 | 3-50 | 2-50 
20 19-20 | 17-40 | 14-75 | 12-05 | 11-00 9:90 | 5°65 | 4:90 | 3-20 | 2-85 | 2-20 
30 14-20 | 13-33 | 11-20 9-20 8:30 6-80 | 4:47 | 3-87 | 2-57 | 2-27 | 1:80 
40 12-62 | 11:27 9°48 7:75 6-93 6-23 | 3°88 | 3°35 | 2:23 | 1-98 | 1-58 
50 11°40 | 10°10 8:36 6-90 6-12 5°98 | 3°52 | 3-04 | 2-04 | 1-80 | 1:46 
60 10°35 9-08 7°53 6°25 5-50 4-60 | 3-23 | 2-75 | 1-85 | 1-63 | 1-30 
80 9:04 7-88 6:49 5-44 4:73 4:23 | 2°87 | 2:40 | 1-63 | 1-43 | 1-11 
100 8°25 7-15 5-86 4:95 4-20 3°80 | 2-61 | 2:19 | 1-49 | 1-30 | 1-00 
120 7°60 6-54 5°39 4:50 3°84 3°40 | 2°37 | 1:98 | 1°37 | 1-20 | 0-92 
140 7-12 6-11 4-92 4-14 3°54 3°13 | 2-19 | 1:83 | 1-28 | 1-13 | 0-86 
160 6°75 5:89 4-62 3°94 3°32 2°92 | 2:06 | 1:72 | 1-21 | 1:07 | 0-81 
200 6-28 5°33 4°21 3°60 301 2-63 | 1°88 | 1:57 | 1:12 | 1-00 | 0-75 
250 5°90 4:95 3°87 3°32 2°75 2°38 | 1:73 | 1-45 | 1:05 | 0-94 | 0-70 
300 5-62 4:72 3°65 3°15 2°59 2-23 | 1-64 | 1:36 | 1:00 | 0-90 | 0-67 
400 5°29 4°41 3°38 2°93 2°38 2:04 | 1:52 | 1:16 | 0-94 | 0-85 | 0-63 





























Sample Exceptional Rates, in pence per ton-mile, for the week ending 
March 24, 1928. 


Extracted from the monthly ‘“‘ Railway Statistics.” 


CoMMODITY AND CLASS 


























At Collected and Delivered Station (88) Owners’ 
Rates. Rates. Wagons. 
intance | eae = 
(Miles). Tron Bricks 
Meat. | Hrd-| yarn. | Paper.; and Man- | and et Iron- 
ware. Stecl.| UZe | Tiles, | Stome- | ore. 
19. se 15. EE. 9. 4. 5. xa 1. 
1-10 — | 25-31 | 16-47] 11-86 | 4:83 | 6-21 | 4:12 | 3-86 2-46 
11-20 15-96 | 16-40 | 16-47} 9-50] 4:12 | 4:05 | 2-71 2-72 1-32 
21-30 14:25 | 11-91 | 7-11] 6-43] 3°37 | 3-22 | 2°31 2-25 1-22 
31-40 9-86 | 9-67| 6:16] 6-17] 3-92 | 2-79 | 1:99 | 2-00 0-85 
41-50 9-77 | 8-04] 5-99} 4:57] 2-69 | 2°54 | 1-73 1-72 0-80 
51-60 7-15 | 7-2 5-92] 4-65] 2-91 | 2-34 | 1-61 1-63 0-73 
61-70 7-48 | 6:50] 5°78] 3:87] 2-27 | 2-19 | 1:47 1-49 0-84 
81-90 7-34] 5-35] 458] 3°48] 2-24 1-99 1-16 1:37 0-62 
101-110 5:18] 4:92] 4:31] 2-66] 2-35 | 1-88 | 1:15 1-18 0:61 
121-130 4:76 | 4:36] 3-31] 2-58] 2-03 | 1:68 | 1:25 1-09 0:55 
141-150 4:10| 4:36| 3-36] 2-48] 1-74 | 1:69 | 1:10 | 1:03 — 
151-200 3-11] 4:21] 3-00} 2-31] 1-62 | 1-60 | 1-11 1:02 0:56 
201-300 3-64 | 3-26] 2-24] 2-08] 1:53 | 1-41 | 0-95 | 0-96 — 
301-400 3°44 | 3-08 1-84 1-82 | 1-02 1:28 | 0°76 > — 

















highest rate per ton per mile, and those in intermediate classes at 
progressively lower rates down to the goods in Class 1, which have 
the lowest rate of all. As required by the Act, Standard Rates 
are fixed at such a level as will enable railway companies, given 
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good and efficient management, to earn a Standard Net Revenue, 
broadly, the net revenue earned in 1913 plus 5 per cent. on 
capital invested since that date. 

Standard Rates are the rates which the railways are bound 
under the Act to charge, neither more nor less. But in certain 
circumstances, the Railway Rates Tribunal, a Court set up to 
administer the Act, is empowered to grant dispensation, and 
to authorise the charging of “ exceptional ” rates, less than the 
Standard Class Rate. About half the traffic is carried at excep- 
tional rates. Tables are appended showing the Standard Rate 
for each class, per ton and per ton-mile at selected distances, and 
certain sample exceptional rates. 

§ 3. The costs, to the trader, of transport by railway are 
available from public sources. Costs of carriage by road are not. 
It was therefore necessary to undertake a special inquiry. Twenty- 
nine firms were approached. Sympathetic replies were received 
in all cases but two. Of the remaining twenty-seven firms, ten 
stated that their goods were chiefly rail-borne, ten made use of 
both rail and road, and four relied chiefly on road delivery. 
Two replies were indefinite. In the remaining case certain 
exceptional circumstances made the evidence obtained unsuitable 
for inclusion here. 

Thirteen firms, and one general haulage contractor, gave 
specimen rates per ton for the carriage of goods by road and, in 
most cases, the competitive railway rate. Railway rates com- 
parable with the charges quoted by the haulage contractor were 
obtained on application to the railway companies. In all, 146 
examples of road charges and the alternative railway rate were 
obtained from these eleven sources, covering 35 commodities and 
63 traffic routes. 

This material is best exhibited graphically. The accompany- 
ing diagrams present : 

Figure I. Road charges and the directly competitive railway 
rate, in shillings per ton, plotted against the distances the goods 
are carried. Superimposed are the Standard Rates, C.D., for 
Classes 19, 15, 11, 7, and 5, of the G.R.C. 

Figure II. In the case of two routes, London and Birmingham, 
Liverpool and Birmingham, the (relative) wealth of data obtained 
permits a striking method of presentation. The co-ordinates are 
shillings per ton, and G.R.C. “Class.” The Standard Class Rates 
for each class of the G.R.C. are given, the examples of actual 
(i.e. exceptional) railway rates obtained by the inquiry, and the 


alternative road charges. 
No. 170.—voL. XLIm1. Q 
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Fic. IIb.—Birmingham and Liverpool. 
[Railway rates include cartage in Birmingham only.] 


These diagrams show two important things.- Road- hauliers 
are carrying all classes of goods at very much the same rate per 
ton. Road charges do not increase from Class 1 to Class 20 as the 
Standard Railway Rates do, and the divergence between highest 
and lowest road rate is much less, even than in the case of the 
exceptional rates. They show also that road concerns are carry- 
ing at rates which, on the whole, lie below the level of the Standard 
Rate for Class 7. Between London and Birmingham at least, 
road hauliers appear from Figure IIa to be carrying at rates at 
the level of Standard Rate C.D. for Class 1. 

Compared with railways, the discrimination practised by the 
road haulier is small. Like other competitive businesses, and 
unlike the railway companies, road haulage concerns are selling 
their service, the transport of goods by road, at one single price. 
As this price is, in fact, about equal to the Standard Rate for 
Class 7, the margin of competition between road and rail has been 
established at the level of that class in the G.R.C. For all goods 
in classes above Class 7, road charges are less than railway rate, 
and more for goods in Classes 1 to 6. 

The position of this margin depends upon two groups of cir- 
cumstances, the one economic, the other legal. Disregarding 
for the moment statutory licence duties and petrol tax, the fact 
that road hauliers carry as cheaply as they do is a function of 
their costs and their operating efficiency, acting under conditions 
of a competition almost classical in its simplicity. But that this 
level of road charges should correspond to the Standard Rate for 


Class 7, and that the goods in Classes 7 to 21 should travel more 
Q2 
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cheaply by road than by rail, is clearly dependent on the Act of 
1921. That Act lays down that there shall be a “ Classification ” 
of freight and it determines what rate each class of goods shall pay. 
The system of discrimination between goods set up by the General 
Railway Classification and the Schedule of Standard Charges is 
not based upon differences in the costs of handling the goods. It 
represents differences in the levels of rates they can profitably 
be charged. High-classed goods are carried more cheaply by road 
than by rail, not because the road haulier can handle them more 
economically than the railway, but because such goods can be 
carried by road at a cost which is less than the charge the railways 
would find it profitable to make, if they still retained their mono- 
poly of the means of inland transport. If this were the case, the 
Act of 1921 and the Railway Rates Tribunal would ensure that 
the railway companies earned each their Standard Revenue, and 
nomore. As itis, they make the road haulier a present of all, and 
any traffic, he may want in Classes 7 to 21, of the G.R.C., and 
deprive him of the opportunity of carrying goods in Classes 1 to 6. 

The statistical returns furnished by the railway companies to 
the Ministry of Transport divide railway freight into three groups : 
“Coal, Coke, and Patent Fuel,” ‘‘ Other Minerals and Heavy 
Merchandise, Classes 1 to 6,” and ‘‘ General Merchandise, Classes 
7 to 21.” This last category covers almost precisely the railway 
freight traffics open to the competition of road transport. 
“‘ General Merchandise ” is an important part of railway traffic. 
It yields about half the total receipts from goods traffic; and it 
includes practically all goods except the produce of mines and 
quarries, iron ore, pig iron, raw steel, iron and steel scrap, bricks 
and tar. 

The essential “ unfairness ”’ of road competition lies in the fact 
that the railways are constrained by law to charge more than the 
road operator for traffic in the General Merchandise classes, and 
less for all other classes of goods, quite regardless of whether or 
not it costs the railways more than the road haulier to carry the 
former classes of goods and less to carry the latter. Compared 
with this, the fact that the road operator does or does not receive 
a concealed subsidy from public revenues is a comparatively minor 
matter. Readjustment of the costs of road carrying by taxation 
high enough to ensure that the road transport industry was 
entirely self-supporting would raise the margin of competition to 
the level of some higher class in the G.R.C. and would thereby 
remove a larger volume of railway traffic from the impact of road 
competition. But the competition which remained, though less 
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serious, would still be as fundamentally unfair. For it would 
still be the case that for goods in all the classes above the marginal 
class, the rates the railways must charge would be higher than the 
charges quoted by competitive road transport undertakings. 

This system of charging was not originally forced upon the 
railways from outside. The Act of 1921 and the Railway Rates 
and Charges (Order Confirmation) Acts of 1892-94 did no more 
than give statutory recognition to the rate structure devised by 
the railways themselves. Legal regulation of railway charging 
powers has been concerned chiefly in prohibiting too thorough a 
discrimination, not in prescribing differential rather than uniform 
rates. The railways practised a discrimination between different 
classes of goods because it was profitable to do so, and it is only 
since their monopoly has been invaded by road motor enterprise 
that their rate-structure has become a source of embarrassment. 

§ 4. The “ law of undue preference ”’ requires that the railways 
shall charge all traders the same rate for the same or similar and 
competitive merchandise. In the days before motor transport 
this was a reasonable and valuable provision of the law. To-day 
it has this unfortunate effect, unfortunate at least from the point 
of view of the railways. If a railway company, in order to meet 
road competition, offers a trader a lower rate, it may find itself 
liable to offer the same concession to all that trader’s competitors, 
quite irrespective of whether the traffic consigned by the other 
traders is subject to road competition or not. The railway 
company is on the horns of a painful dilemma. Either it must let 
the first trader’s traffic go by road and make no effort to save it, 
or the traffic of all the other traders must be carried at equally 
favourable rates. If the company accepts the first alternative, 
it loses the profit of carrying the one trader’s traffic; accepting 
the second, it loses the profit of the higher rates a railway can 
charge for traffic for which a competitive road service is not 
available. 

A large volume of traffic is affected by this provision of the law. 
For example, all goods of the same kind which are produced in 
different localities, and are consumed in the same place, or exported 
through the same port, are regarded as the same or similar and 
competitive merchandise. If one woollen manufacturer in York- 
shire can get a low rate to Liverpool for export by threatening to 
use a competitive road service, then all other manufacturers of 
woollen goods exporting through Liverpool may, and do, demand 
equally favourable terms, even though there is no road service 
available for them. 
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The dilemma upon which the railways are impaied is very real 
and very cruel. The railway companies still carry a larger 
volume of traffic than do the road hauliers, even of the most 
competitive traffic. They dare not, therefore, reduce their rates 
to get back the lesser tonnage which is passing by road, lest they 
lose the advantage they at present enjoy of carrying the greater 
at higher rates by rail. And if the companies do not attempt to 
compete at all with the road haulier, preferring the loss of the 
lesser volume of traffic as the smaller evil, the road transport 
industry is all the while establishing a goodwill, and is being given 
every stimulus to expand its activities. 

The Act of 1921 and the law of “ undue preference ” between 
them, the one prescribing rates for General Merchandise higher 
than the level of the road operators’ costs, and the other prohibit- 
ing any discrimination in rates in favour of traffic threatened by 
road competition, would be sufficient, if interpreted rigidly, to 
preclude absolutely the railway companies from making any 
attempt whatsoever to meet road competition. As it is, the 
railways are allowed a little latitude, but it is a latitude by no 
means commensurate with the dimensions of the problem they 
have to face. 

§ 5. There remains to be examined the question of the unequal 
incidence of the obligation of common carrier. The interests of 
the railways are admittedly prejudiced by this inequity, but 
responsibility belongs more to certain characteristics of the 
statutory control of railway rates and charges than to the status 
of common carrier. 

The ‘‘ common carrier ”’ is an institution of the common law. 
There were common carriers before there were railways, and 
there are many common carriers to-day who are not railway 
companies. In law, the liability of a common carrier is not 
unlimited. He is not obliged to carry anything and everything 
offered to him, to any point the consignor might desire, and upon 
any terms. A common carrier can only be required to accept 
traffic in respect of which a reasonable rate or other consideration 
is tendered, to carry such goods as his vehicle might reasonably 
be expected to hold, and to such places as lie upon the route he 
normally traverses. The obligations of a common carrier at 
common law rest upon any carrier who professes to carry for all 
and sundry, a road haulier equally with a railway company. 

The provisions which make these obligations specially onerous 
as they rest upon the railways are two. Firstly, as carriers, all 
the railway companies are treated as one organisation. Each 
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company is regarded as being accustomed to carry to every point 
on any railway system. Secondly, the rates which the railway 
companies may demand for their services, the Standard and 
exceptional rates, discriminate only between different goods. 
They do not discriminate between different places. A given class 
of goods must be carried between all places equally distant at 
very much the same rate per ton. 

The railways must accept any traffic offered to them, and 
carry it to any station or siding in Great Britain, if the consignor 
tenders the appropriate standard or exceptional rate. But the 
road haulier, even if he is a common carrier, need only accept 
traffic going his way, and such traffic as he can carry conveniently, 
and he may demand a rate reasonable for that particular service. 

The injury inflicted by this inequity can be made clear by 
taking an extreme case. A large and regular traffic passing 
between two big centres will clearly cost less per ton to carry than 
an irregular and light traffic passing between two country stations 
situated the same distance apart. The big centres will be ade- 
quately equipped with facilities for dealing with traffic, the smaller 
places will not; a regular traffic can be handled with a minimum 
of idle equipment and empty running, a light irregular traffic to 
the smaller places may mean that rolling stock must stand idle, 
or as likely as not return empty, an expensive business. Yet 
traffic on both routes, the one cheap to handle, the other costly, 
must be carried at the same rates per ton. 

Inquiry shows how road hauliers behave in this matter. They 
run regularly only between the big towns and busy areas, they 
carry only loads large enough to fill their lorries, they travel only 
when their lorry is full; and they accept loads only to places 
whence return loading is regularly available. 

Evidence was provided by the replies of eleven firms. One 
stated that regular road services were available only between 
large towns. Another said that its consignments were generally 
so small that it was more or less impracticable to deliver by road. 
This firm used road transport, however, when it had large quanti- 
ties of goods to deliver in the larger centres. A third firm sent 
its heavier consignments by road, but lighter lots were rail-borne. 
A fourth had a heavy and regular traffic along one route which 
was road-borne, while the remainder of its transport, small parcels 
to other destinations, went by rail. The fifth firm used road only 
when there were a number of consignments going to the same town. 
Two others did most (in one case all) of their carrying by rail 
because of the wide diversity of the destinations to which their 








226 THE ECONOMIC JOURNAL [JUNE 


goods were consigned. The firm that consigned all its goods by 
rail was situated in a comparatively small town. One firm doing 
practically all its transport by road in its own vehicles, sent by 
rail only isolated parcels which it could not handle profitably by 
road. 

Another firm found that road transport was very advantageous 
to big centres, but that there were still a very large number of 
towns where rail facilities were essential. 

The whole matter was put dramatically by the observations 
of one business man in an interview. He said that in general, 
the large regular consignments and the deadweight traffic went 
by road, the small irregular parcels and the goods bulky in pro- 
portion to their weight by rail. Most of his traffic was, in fact, 
rail-borne. He could get cheaper rates by road (his goods were 
placed in Class 17), but the road haulier would only accept his 
consignments when he had collected a lorry-load for any one 
destination. He could not afford to do this on account of the 
delay it would have caused his clients. He therefore had to con- 
sign his goods by rail, for he could refuse to let the railway hold 
up his traffic in this way in order to “ bulk” it. He remarked, 
“‘T insist upon delivery next morning, even if it means that the 
railway must run a special truck to Oban to carry half a hundred- 
weight.” His works are situated in the Midlands. 

It seems clear then, that, of the classes of traffic common to 
road and rail, z.e. the goods in Classes 7 to 21, General Merchandise, 
road transport enterprise is getting the more profitable part, and 
the railways are being left with the less. The road haulier is 
carrying the regular traffic in large heavy consignments passing 
along the main traffic routes; and he is leaving to the railways the 
comparatively expensive business of carrying the irregular traffics, 
the small consignments, and the traffic to the relatively out-of- 
the-way places. 

The road haulier enjoys these advantages for the same reason 
that he enjoys the privilege of carrying General Merchandise at 
lower rates than the railways, because he is free from the Schedule 
of Standard Charges, and because the whole road haulage industry 
is not regarded as one organisation, carrying over the whole net- 
work of roads in Great Britain. To make road hauliers common 
carriers would not alter the present position. Road hauliers are 
only accustomed to carry along the principal traffic routes to-day ; 
as common carriers they could not be required to do otherwise. 

Little good would come of extending the liabilities of the 
common carrier by statute, in order to lay upon each road haulier 
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the obligation to carry anywhere. He could still plead, with 
justice, that as his costs were higher off his normal route and on 
the less important traffic routes, he was entitled to charge a higher 
rate for carrying on the routes not covered by road transport at 
present. And at that rate it is not unlikely that it would remain 
cheaper to send goods over such routes by rail. 

The original inequity of the position of the railways relative to 
the road operator and the opportunity the haulier enjoys at 
present of “ creaming ”’ the traffic cannot be removed by making 
road operators common carriers. 

They would have to be subjected as well to the statutory 
liabilities which are imposed upon the railway companies. The 
road transport industry would have to be regarded as one concern, 
liable to carry anywhere a road might go, and at the same rate 
per ton for equal distances, no matter between what places. 

Measures of this sort would require for their fulfilment a degree 
of organisation among road operators comparable to that of the 
four railway companies, a clearing system as comprehensive, and 
equal facilities for the collection of traffic. At present not one of 
these necessary conditions could conceivably be furnished by the 
industry itself. And without them the measures proposed would 
defeat their own ends. 

§ 6. With the margin of competition lying as low as Class 7, 
and with the railways unable to defend the wide variety of goods 
thus exposed, road competition has been given the chance of 
inflicting serious injury on the railways. The extent of this 
injury may be measured. The tonnage of goods produced and 
imported classed as ‘‘ General Merchandise, Classes 7 to 21,” can 
be estimated in each of the three Census years 1907, 1924 and 
1930. The sources of information are the Census of Production, 
the Trade Returns, and the returns of agricultural produce. The 
estimated output of goods in these classes of the G.R.C. rose from 
98 million tons in 1907 to 116 million tons in 1930, an increase of 
19 per cent. 

Between the same two years, railway traffics in General 
Merchandise fell by 17 per cent., from 64 million tons to 53 
million tons. 

There is evidence, which cannot be given here for reasons of 
space, for supposing that from 1907 to 1913 the tonnage of 
General Merchandise depended very closely indeed upon the total 
tonnage of output; and that since 1920, though steadily losing 
ground relative to total production, tonnage consigned by railway 
has fluctuated in very much the same way as tonnage produced. 
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It is reasonable to suppose, therefore, that, since the War, 
and in the absence of road motor enterprise, the tonnage carried 
by railways would have risen as the tonnage produced has risen. 
Had railway traffic been the same proportion of output in 1930 as 
in 1907, there would have been an additional 23,000,000 tons of 
General Merchandise, representing a net gain to railway gross 
receipts, at 17s. 7d. a ton, of £20,000,000. Railway net revenue 
in 1930 fell short of Standard Net Revenue by £13,000,000. 

As the traffic lost by the railway to the road is probably more, 
rather than less, profitable than the remainder of the traffic, it is 
doubtful whether the cost of carrying an additional 23,000,000 
tons of General Merchandise would have absorbed a very large 
proportion of the £20,000,000 of gross receipts that traffic would 
have realised. In 1930, but for road competition, railway net 
revenue might well have been greater than the Standard Net 
Revenue contemplated by the Act of 1921. 




















(Tons 000.) 

1907. 1924. 1930. 

Domestic industrial output! . : E 68,797 75,554 81,243 

Retained imports . ; 5 ‘ P 18,993 24,073 26,380 

Agriculture . x ; : ; ‘5 9,893 9,603 8,845 

Total . : . . 97,683 109,230 116,468 

1907 = 100 . : 100 112 119 

Railway traffic in General Merchandise . 64,100 60,943 53,266 

1907 = 100 . x 2 ‘ ; 100 95 83 
General Merchandise available in absence 

of motor transport ‘ ; ‘. — 71,800 76,400 

Excess over actual traffic — 10,908 23,200 
Average receipt sid ton of General Mer- 

chandise . ‘ ~ 16s. 5d. 17s. 7d. 

Estimated loss of gross receipts, £000 -——- 8,950 20,400 
Defect of actual net revenue from Standard 

Net Revenue, £000 ; ‘ 5 . a 13,500 12,800 














1 I am indebted to Mr. C. G. Clark, Lecturer in Statistics in the University 
of Cambridge, for his invaluable assistance in compiling this figure. 


It is useful to attempt to measure the total tonnage handled 
by road in competition with the railways. The Society of 
Motor Manufacturers and Traders put the ton-mileage worked 
by road in 1930 at 4,500,000,000. This amount includes local 
traffic as well as long-distance traffic. I am told that vehicles 
of under two tons unladen weight cannot be used profitably in 
competition with the railways. In Appendix C of their Report, 
the Salter Conference estimate the ton-mileage worked by each 
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class of goods motor vehicle. For vehicles of under two tons, 
they estimated a total of 1,620 million ton-miles annually, leaving 
2,880 million for the heavier vehicles. All these vehicles are not 
used exclusively in long-distance haulage, but probably most of 
them are. 2,000,000,000 of that 2,880 million ton-miles of traffic 
may be assumed to have been carried in competition with the 
railways. I am told further that the average length of haul by 
road is probably about fifty miles. The tonnage of goods con- 
signed by road over long distances may therefore be put at 40,000,000, 
or almost twice the tonnage the railways are estimated to have 
lost. This estimate of 40,000,000 tons is little more than a guess, 
as neither the ton-mileage carried by road nor the average length 
of road haul is known at all accurately. But it indicates, I think, 
that road transport enterprise has not obtained all its traffic at 
the expense of the railways. 

The average length of haul of General Merchandise by rail is 
95 miles, and it has been rising over the last few years. It is 
unreasonable to suppose that goods travel by road as far as this, 
but if they do, the tonnage consigned by road will fall to 21,000,000 
tons, or just about equal to the railways’ losses in 1930. 

A question which greatly exercises the public and the official 
mind just now is that of ensuring a satisfactory “division of 
function ” between road and rail. At present, the transport 
industry is developing in a way that will make a most unsatis- 
factory distribution of traffic. The road haulier should carry 
small consignments which require much handling by rail, and 
carry between places which offer too light a traffic to warrant the 
maintenance of a railway. It has been shown above that, in fact, 
apart from coal, and the minerals and heavy merchandise class of 
traffic, the road haulier is carrying the larger consignments along 
the routes of heaviest traffic, and the railways are being left with 
the lighter traffic the road motor vehicle could deal with more 
economically. 

§ 7. The Government’s measures for dealing with this situation 
are contained in their Road and Rail Traffic Bill. There is a 
licensing scheme in Part I and certain amendments of railway 
charging powers are proposed in Part II. Increased taxation on 
the heavier lorries was levied in the Budget. Examination shows 
that Part II of the Bill alone is likely to affect significantly the 
relations of road operators and the railways; and that the 
restrictions of the licensing scheme may well be pernicious. 

The higher rates of motor vehicle duty imposed in the Budget 
will not raise the margin of competition appreciably in favour of 
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the railways. Two firms gave information from which the 
probable effect of these duties upon the costs of carriage by road 
can be estimated. The figures are given below. They refer to 
twenty-one vehicles, owned by two firms, each of which did all 
its carrying by road in its own vehicles. The goods in question 
were, in the one case, a commodity in Class 5, in the other, 
Class 18. 














Salter : 
Increase Increase in 
Unladen Ton- — Cost per in Costs per 
Weight eer mileage | pstimate| Ton- | Licence- Ton-mile. 
oO og worked | Gf An. | mile in | duty pro- 
Vehicle. | Vehicles. | annually. Phew Pence. | posed by 
ual Ton- Budget. | P Per 
mileage. uages. | Fence. | cent, 
2-24 4 19,975 13,175 6-0 £2 0-02 0- 
3-4 + 42,270 30,500 4-4 £12 0:07 1-5 
4-5 3 62,646 49,375 3°5 £27 0-10 3:0 
5-6 3 117,080 69,450 2°5 £42 0-09 3-4 
6-7 2 92,413 78,600 3-2 £62 0-16 5-0 
7-8 4 202,500 97,200 1-68 £82 0-10 5-7 
8-9 1 100,000 | 123,450 2-4 £102 0-24 10:0 


























The increase to be expected in the level of the road operator’s 
costs is comparatively slight. Probably only in the case of the 
very heaviest vehicles, say those above 8 tons unladen weight, 
will the costs of operation be raised appreciably. There are less 
than five hundred vehicles of that size or over, ouv of a total of 
350,000 goods motor vehicles, and they are estimated to carry 
annually 55,000,000 ton-miles of traffic, representing less than 
1,100,000 tons out of the total 40,000,000 tons carried by road, and 
the 23,000,000 tons lost by the railways. On the whole, it is 
doubtful whether the new licence duties will raise the general 
level of road operator’s costs by more than 5 per cent. To 
make any great impression on the volume of traffic the railways 
have already lost to the road, an increase in motor taxation is 
required, four or five times as great as that imposed by the 
Budget. 

Part I of the Bill provides three types of licences, “ A ” licences 
for haulage contractors, ‘‘ B ”’ licences for lorry owners who only 
occasionally carry for hire, and “C ” licences for firms whe carry 
their goods in their own lorries. The licensing authority, the 
chairman of the Area Traffic Commissioners set up by the Road 
Traffic Act of 1930, must grant licences for all vehicles, or for an 
equivalent tonnage of vehicles, which were in use during the year 
beginning April 1, 1932, and he must grant all applications for 
“C” licences. The licensing authority can only refuse licences 
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to haulage contractors for vehicles additional to their existing 
fleet, and to persons setting up as haulage contractors after March 
31, 1933. Licences, however, may not be refused to hauliers who 
have contracted to carry the goods of a trader for a continuous 
period of not less than one year for the vehicles they propose to 
use exclusively for that purpose. Except in this case, the 
licensing authority has full power in his discretion to grant or 
refuse “‘ A ” and “ B ” licences (Sections 6 and 7). 

The railways have little to hope from this licensing scheme. 
Railway traffic will not be increased until a revival of trade occurs, 
robust enough to take up all existing fleets both of hauliers and 
others, and any additional vehicles which traders doing their own 
carrying might acquire. Meanwhile, diversion of railway traffic 
to the road by increase in the numbers of “C” licences can go 
on unchecked. The Royal Commission on Transport of 1929 
accepted an estimate “‘ that 80 per cent. of road-borne goods is 
carried in traders’ own vehicles (and in vehicles working solely for 
them).” 1 

The licensing scheme may have other consequences. There is 
a certain amount of combination in the road haulage business 
already. There are several associations of hauliers and some 
fairly large contractors. The constant complaint of the road 
hauliers in the technical press, and quoted in the Salter Report 
(§ 100), is of lack of organisation, unbridled competition and rate- 
cutting. Competition is kept alive and vigorous by just that 
facility of entry into the trade which the Salter Conference 
deplored, and which the Bill proposes to restrict. Abolish the 
“ unlimited right ” that any individual has “ to enter the haulage 
industry without any regard to pressure on the road or any excess 
of existing transport facilities”’ and the incipient monopoly 
represented by those associations will grow. 

§ 8. Such restrictive devices designed to protect railway traffic 
from the competition of road motor enterprise are unsatisfactory. 
For the railways to get any appreciable advantage, the margin of 
competition must be raised to some much higher class in the 
G.R.C. than Class 7. To do this road motor transport would have 
to be very severely hampered. Restriction of this order merely 
to protect a vested interest is hard to justify. How is it to be 
decided what volume of traffic the railways are to be allowed to 
take? By the Act of 1921 the Companies are entitled to their 
Standard Net Revenue. Are they to be assured traffic enough to 
yield that revenue, a monopoly revenue, or is a compromise to be 

1 Final Report, 1931, p. 83. 
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struck between the position contemplated by that Act and the 
position of to-day or say of 1929? 

Remedies which rely chiefly upon the restriction of the road 
operator leave intact the fundamental source of the trouble, the 
coexistence of a competitive, single-price system of road charges, 
and a legally prescribed system of differential rail rates. Instead 
of removing the disabilities of the railway companies, the position 
is to be made more equal by imposing compensating disadvantages 
on road operators. Measures of this sort are only necessary to 
preserve the solvency of the railways if the existing forms of 
statutory control are to be maintained. Free of these disabilities, 
the companies would find no difficulty in protecting their interests 
themselves. The present body of railway law is not, in itself, a 
source of economic well-being. It was developed to deal with a 
particular situation, a practical monopoly of the means of inland 
transport in the hands of privately-owned railway companies. 
That situation has passed. The development of the road motor 
vehicle has reintroduced competition into the transport industry 
and the strict regulation of railway charging powers represented 
by the General Railway Classification, the Schedule of Standard 
Charges and the law of undue preference is no longer necessary 
or desirable. 

Part II of the Bill is important because it may be used to bring 
about some such relaxation in the control of railway charging 
powers. Section 29, the important clause, has been drafted to 
reverse the judgment of the Railway Rates Tribunal in the 
Robinson case.+»2 But there is nothing in the Bill, nor in any 
earlier Act relating to railways, to prevent this clause being used 
to make drastic though appropriate changes in railway charging 
practice. 

Section 29 permits railway companies to charge any rate 
agreed upon between themselves and the trader concerned 
“ notwithstanding anything in the Railways Act of 1921” (sub- 
section 1). Such rates are to be exempt from the law of undue 
preference (sub-section 7). They have to be submitted to the 


1 The Minister of Transport’s speech, moving the Second Reading of the Bill 
on May 3rd. Hansard, Volume 277, No. 78, pp. 872-73. 

2 The Great Western Railway applied for permission to charge an exceptional 
rate of 7s, 2d. a ton for oil-cake and cattle-food consigned by Messrs. J. Robinson 
to each of 320 stations within a specified area round Bristol. The Railway Rates 
Tribunal refused to sanction this arrangement on the ground that “ average ”’ 
rates of this sort obliterated the principle laid down in the Act of 1921, that 
separate charges must be made for each consignment calculated at a rate of so 
much per ton per mile, plus the appropriate terminal charges. 
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Railway Rates Tribunal for approval, and that body is required 
to consider, among other things, ‘‘ whether the making of the 
agreed charge is necessary to enable the company to secure or 
retain the traffic to which the agreement relates ”’ (sub-section 6). 
Provision is made for traders whose business is injured by these 
agreed rates to object at the time of submission or at any time 
after the expiration of a year (sub-sections 4 and 5). 

The effect of this clause depends entirely upon what the 
Railway Rates Tribunal does with an objection under these sub- 
sections. At present any aggrieved trader may complain of a 
preference (before the Railway and Canal Commission), but that 
preference will not be considered “‘ undue ” unless it injures his 
interests.1 If the Railway Rates Tribunal, when asked to approve 
agreed rates, shows itself as tender of the interests of injured 
traders as the Railway and Canal Commission is when hearing 
cases of undue preference, the disadvantage to which the law of 
undue preference subjects the railways will remain.. If Section 29 
contemplates removing no more than the disability involved in the 
Robinson case, then Part II of the Bill will do nothing but save 
the railways and their larger customers some clerical labour. 

But Section 29 admits of another construction. It relieves 
the railways of the disabilities imposed on them by the Act of 1921 
(sub-section 1) and the law of undue preference (sub-section 7) in 
the particular case where that relief is necessary to enable them 
to retain or secure the traffic (sub-section 6). These disabilities, 
it has been shown above, are sufficient to deprive the railways 
completely of power to meet road competition. Provided the 
Railway Rates Tribunal interpret it generously to the railways, 
this clause will permit them to charge rates as low as, or lower than 
road charges for competitive traffic, without prejudice to their 
right to carry non-competitive traffic at the higher Standard or 
exceptional rates. 

So interpreted, the significance of Part II of the Bill would be 
great. It would enable railway companies at last to compete on 
equal terms with road operators, because they would be allowed 
to charge the same rates for the same traffic. 

§ 9. The present difficult situation created by the relations 
between the railway companies and road motor enterprise can 
only be handled satisfactorily by measures which will place road 
and railway rate-making on the same basis, and ensure equality 
of status between them in respect of their liabilities as carriers. 
Two possibilities present themselves. Road operators might be 

1 Lever Bros. v. Midland Rly. (1909), 13 Rly. & Can. Tr. 301. 
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compelled to adopt the General Railway Classification, to charge 
railway rate for their services, and be obliged, as the railways are, 
to carry goods anywhere, on tender of the appropriate Standard 
or exceptional rate. Or the Classification and the Schedule of 
Standard Charges might be abolished or drastically revised to suit 
a new situation, and the railways given the less responsible status 
of the road haulier, by relieving them of the obligation to carry 
the same class of goods at rates per ton which remain the same, 
however much costs of carriage per ton may vary. The first of 
these alternatives requires that the road haulier be received into 
the railways’ monopoly. It has already been shown that the road- 
carrying industry, as a separate undertaking, could not be sub- 
jected to the obligations imposed on the railways. The second 
requires that railway rate-making be assimilated completely to 
the competitive conditions prevailing among road hauliers. 

A new rate structure would naturally follow the adoption of 
this second alternative. It would tend not to be a structure of 
uniform rates, a single-price system. Differentiation there would 
be, but it would be a differentiation based more upon cost than at 
present, a discrimination not so much between different com- 
modities as between different places, and between different sizes 
of consignments. Rates per ton would rise against the smaller 
consignments, and against traffic passing over the less important 
routes. It is probable that they would fall in favour of the larger 
consignments, and in favour of traffic between the bigger centres. 

Existing trading relations would, of course, be considerably 
upset. Firms whose goods are largely shipped in small consign- 
ments would find their transport costs increased, and so would 
firms whose premises or customers happened to be situated outside 
the main channels of domestic trade. There is no particular 
reason why the shippers of the smaller consignments and those 
who demand carriage for their goods to out-of-the-way places 
should have their transport subsidised, as it is at present, at the 
expense of those who forward larger lots, and who forward between 
the main industrial centres. But the fact remains that they do 
and that industry as a whole is used to it. Any attempt to alter 
this might therefore be difficult, and might put obstacles in the 
way of the adoption of this alternative. 

Space is not available here to discuss in detail the merits and 
demerits of the proposals sketched out above. The one offers 
cheaper carriage to firms trading in the goods classed as ‘‘ General 
Merchandise,” a competitive service in transport, and the full 
benefit of the road motor as a new inland carrier. But it involves 
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extremely unorthodox developments in railway practice, and 
probably considerable disturbance in the existing relations between 
traders. The other avoids these two difficulties. But it means 
the elimination of competition from the transport industry, and 
before it has had time properly to reinvigorate the railway com- 
panies; and it penalises those firms which at present enjoy the 
cheaper carriage offered by the road haulier to preserve not only 
the interests which monopoly has given the railway companies, 
but also the particular form which railway charging has taken. 
Road competition, let it be remembered, is not only taking traffic 
off the railways, it is jeopardising, as well, the General Railway 
Classification of Merchandise, and the practice of discriminating 
between goods. Discrimination in rates by a monopolist, when 
specifically not based upon cost, as in this case, is not a desirable 
method of charging, economically at least. It enables the 
monopolist to make a larger profit than a flat rate would, but it 
offers no compensating advantages to the public.- Care must be 
taken, when measures are being devised to deal with road com- 
petition, that they are not measures designed really to save the 
practice of classifying goods for purposes of railway rate-making 
and of discriminating between them when there is no commensur- 
ate difference in the costs of handling them. 

On the whole, I am inclined to think that the preservation of 
the existing comparatively ‘“simple’’ competition which has 
developed among transport undertakings is better than the 
re-establishment of complete monopoly ; and that a rate-structure 
based more or less upon cost, as is the case in other industry, is 
preferable to a structure of differential monopoly rates such as 
the Schedule of Standard Charges. Prima facie, at least, measures 
which, by sweeping away the General Railway Classification and 
the Schedule of Standard Charges, would assimilate railway rate- 
making to the present practice of road hauliers, offer a more 
satisfactory solution than those which would impose Part III of 
the Act of 1921 on to the road transport industry. 

If the unorthodoxy of such a step and the disturbance which 
would follow it are sufficient to render it impracticable and 
impolitic, compromise is always possible. The road carriers might 
be amalgamated with the railways, and the whole organisation 
required to charge a uniform rate for the carriage of “‘ General 
Merchandise, Classes 7 to 21.” Industry would receive the benefit 
of the cheaper transport offered by the road motor, while at the 
same time the costs of transport would not be raised against the 


firms shipping goods over the lighter traffic routes. 
No. 170.—voL. XLIm. R 








236 THE ECONOMIC JOURNAL [JUNE 1933 


§ 10. Considering the nature of the problem, the Government’s 
Bill is inadequate. If Part II be interpreted narrowly, the Bill 
will achieve nothing. It will rely entirely on restrictions which 
are not severe enough. Even if Part II be used to enable the 
railways to compete effectively with the road, the Bill hardly 
justifies the claim which the Minister of Transport made for it 
when moving the Second Reading, that it was an essential pre- 
liminary to that voluntary co-ordination of road and rail transport 
which would “ give the public the full advantage of complemen- 
tary service.” The Bill may help to restore railway prosperity, 
but it does nothing to compass a rational and economic division 
of function. It does not attack the situation created by the 
unequal incidence of the obligation of the common carrier, 
examined above in § 5. The road operator is left free to compete 
only for the most profitable traffic. After the Bill is passed, road 
transport will cream the traffic as it does at present, and the very 
unsatisfactory distribution of traffic which has developed will not 
be improved. 

Part I of the Bill may deprive the public of some of the 
advantage they might enjoy from Part II. The “A” licences, 
by restricting the competition among haulage contractors, make 
it possible for them to maintain their rates or, by agreement with 
the railways, to fix road charges at railway levels. Even without 
agreement, restriction of the numbers of road hauliers will tend to 
raise the level of road charges, and to raise correspondingly the 
level at which agreed charges must be established to enable the 
railways to secure or retain traffic. In either case, transport 
charges generally would be raised, and it is a rise which would 
press particularly upon those businesses which do not operate 
their own lorries, either because they are too small, or because 
they do not have a heavy enough traffic to any one destination. 

Transport costs are a large item in business. Firms of medium 
size may pay £5,000 to £10,000 annually for their transport. 
Large firms pay as much as £50,000 to £100,000. The question, 
therefore, of whether or not any measure will produce, unneces- 
sarily, even a comparatively small increase in transport charges 
is very important to the trader, probably more so than is generally 
realised. 

GILBERT WALKER 


University of Birmingham. 








PRICE FORMATION IN A SOCIALIST COMMUNITY 


1. Introduction 


Criticisms of socialism have their fashions just as socialism 
itself appears from time to time in various guises. During the 
first half of the nineteenth century the Malthusian bogy was 
most consistently invoked by opponents of communistic schemes. 
As the bourgeoisie lost their fear of over-population, new argu- 
ments against socialism had to be found, and so, until recently, 
the question of incentives has occupied the front place in dis- 
cussions on the possibility of collectivist socialism. With the 
spectacle of collectivist state actually working (even though 
imperfectly) before our eyes in Soviet Russia, and attempting 
prodigious feats of economic reconstruction, the incentive argu- 
ment appears less convincing. Accordingly, there appears in 
orthodox circles a new critique of socialism, more subtle and 
technical than the previous ones, based on the supposed inability 
of a socialist community to solve purely economic problems. 
It is admitted that such a community might acquire a mastery 
over technique not inferior to that achieved under capitalism, 
that new psychological incentives to do and give of one’s best 
might be developed as powerful as the love of gain or the fear 
of destitution, that even though every child born were guaranteed ° 
a share in the resources at the disposal of the community, philo- 
progenitiveness would not necessarily bring the law of diminish- 
ing returns into rapid and fatal action; what is asserted is that, 
even with highly developed technique, adequate incentives to 
activity, and rational control of population, the economic 
directors of a socialist commonwealth would be unable to balance 
against each other the worthwhileness of different lines of pro- 
duction or the relative advantages of different ways of producing 
the same good. L. von Mises, in his Gemeinwirtschaft, makes 
two definite charges against socialist economy : 


(1) where the State is the sole owner of instrumenta 
goods there can be no price formation for such goods, hence 
no rational reckoning of cost and hence no rational economy ; 


(2) under planned economy the managers of industry 
R2 
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can have no discretionary power and no pecuniary responsi- 
bility for production, therefore rational risk-bearing becomes 


impossible. 


The conclusion to be drawn from these two propositions is that 
a socialist economy would have no guiding principles and would, 
as soon as it lost any parasitic support that it may get from 
comparison with neighbouring capitalist economies, degenerate 
into an affair of wild guesses and random decisions.! It is the 
object of this article to refute the first of Mises’s criticisms of 
socialism and to show that a rational pricing of instrumental 
goods is at least theoretically possible in a socialistic economy. 
Other writers have suggested that collective economy is incon- 
sistent with any kind of freedom of choice for consumers or 
freedom of employment for workers. This point also will be 
dealt with.” 
2. Postulates 


Let us first make clear the assumptions on which we shall 
base our argument. 

We postulate an economic society in which private property 
is recognised in goods used for personal consumption but not 
in goods used for trade or for producing goods to be sold in the 
way of trade. Natural resources and instrumental goods are 
owned by the community and all production is undertaken by 
the community. The economic activities of the community fall 
into two main divisions. On the one hand there is the pro- 
duction of goods and services to satisfy the demands expressed 
by individual purchasers in a market. On the other hand there 
is the provision of goods and services free of charge to all members 
of society, as the result of a decision, based on other grounds 
than market demand, made by some authoritative economic 
organ of the community. We will call the first the sector of 
individualised consumption and the second the sector of socialised 
consumption.*® 

1 For other critiques along these lines see B. Brutzkus, Die Lehren des Marzis- 


mus im Lichte der Russischen Revolution; G. Halm, Ist der Sozialismus wirtschaft- 
lich méglich ? 

2 For slightly different solutions of the problem see F. M. Taylor, ‘‘ Production 
in a Socialist State,’’ American Economic Review, March 1929; G. Morreau, ‘* De 
Economische Structuur eener Socialistische Volkshuishouding,”’ De Economist, 
June, July-August, September, 1931. 

3 The sector of socialised consumption does not correspond exactly to what 
are called “ social services,”’ since some social services (e.g. social insurance) take 
the form of money payments made to individuals, who then enter the market as 
individual demanders of goods. (See section 8.) 
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We will consider here only price formation and cost deter- 
mination in the sector of individualised consumption. For this 
purpose, money, in the sense of freely disposable purchasing 
power, is in use. Consumption goods are sold at a price to 
consumers by the community, which distributes purchasing 
power to consumers in ways to be hereafter defined. The human 
effort required in production is hired by the community under 
contracts of service, freely entered into by its citizens (proceeds 
of these contracts form part of the purchasing power at the 
disposal of citizens). The organisation of production in this 
sector is in the hands of a hierarchy of autonomous corporations, 
similar to limited liability companies in a capitalist community. 
Each production unit is an autonomous accounting body; pro- 
duction units are grouped according to their technical nature or 
the needs of the market into trusts; the trusts are grouped 
into larger units comprising an entire industry; the entire 
congeries is supervised by a Supreme Economic Council. (S.E.C.) 
which has the right of inspection and audit of the entire system.! 
Marketing may be undertaken by the producing organisations 
or by separately organised selling syndicates. Although the 
forms of capitalistic organisation are maintained, there is one 
fundamental difference in that there is fullest publication of 
output, costs, sales, stocks, and other relevant statistical data. 
All enterprises work as it were within glass walls. 

The problem then is how, under these conditions, prices 
would be determined (A) for consumption goods, (B) for pro- 
duction goods. 


3. Pricing of Consumption Goods 


We will assume the existence of stocks of goods in the hands 
of the selling agencies. How they are replenished we shall 
inquire later. From the point of view of the determination of 
a demand price the rates of supply might just as well be arbi- 
trarily chosen quantities. The selling agency will sell on the 
basis of what the market will bear, raising price when stocks 
fall short and lowering it when they accumulate. In this way 


1 The Supreme Economic Council of the U.S.S.R. does not correspond exactly 
to this body. The former is really a People’s Commissariat of Industry, having 
control over manufacturing production, while other branches of economic life, 
such as trade, transport, agricultural production and finance, are under inde- 
pendent commissariats. (Recently, the Supreme Economic Council has been 
divided into the People’s Commissariat of Heavy Industry and the People’s Com- 
missariat of Light Industry.) The body that in the Soviet economy most nearly 
corresponds to our hypothetical S.E.C. is the Council of Labour and Defence (to 
which the State Planning Department is attached). 
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the statistical service of the sales agency will be able to draw 
up a demand schedule for each type of goods sold. 

The construction of demand schedules both for consumption. 
and production goods will be one of the most important duties 
of the statistical services attached to selling agencies, productive 
organs and the S.E.C. itself. Theoretically, the task is a very 
difficult one, since the demand for one commodity is not a func- 
tion of its price alone but of the prices of all other commodities.1 
Practically, the task could be solved to an approximation 
sufficiently close for the guidance of the managers of industry, 
by taking groups of more closely related commodities (com- 
posite supply or joint demand) in isolation from other groups. 
Under capitalism, demand schedules are apt to exist in the 
realm of faith rather than in that of works,? but within the glass 
walls of the socialistic economy they would become much easier 
to draw up. 

Except in the case of a few irreproducible goods (antiques, 
works of art, out-of-print books, services of celebrated actors 
and singers), the stocks in the hands of the selling organisations 
will not be arbitrarily determined. The managers will attempt 
to keep them at a level that will just suffice for current needs; 
as stocks are exhausted, the managers will replenish them by 
orders sent back to the productive organs of society. These 
will deliver fresh supplies against payment at an appropriate 
price (determined as in sections 4-7). These prices will enter 
into the costs of the selling organisations. The latter will be so 
conducted as to reduce to a minimum the margin between cost 
and sale-price.* 


4. Pricing of Production Goods 


On the basis of the orders sent back by selling agencies the 
manufacturing organisations will be able to draw up demand 
schedules for their products. In the case of composite demand 
they will aggregate a number of different demand schedules. 
In the case of joint supply they will have a separate demand 
schedule for each product. If the proportion in which the 
joint products are obtained is invariable, these can be simply 
aggregated to obtain a demand schedule for the total output. 
If the proportions are variable, a mathematical problem is 

1 Cf. Cassel, Theory of Social Economy (new edition), pp. 139-47. 

2 See, however, articles by Holbrook Working (Q. J. H., August 1925); E. W. 


Gilboy (Q. J. E., August 1930); A. C. Pigou (Z. J., September 1930), and the 


literature quoted in them. 
3 For price formation in a socialist economy see Cassel (op. cit.), pp. 131-36. 
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presented which is soluble, given enough observations; this is 
to determine for each rate of output the proportions of the 
joint products for which the total receipts would be a maximum. 

Each productive organisation will be able to offer a price 
for the goods that it uses in the process of manufacture. (In 
general, these goods will be in joint demand; thus their prices 
will not be independent. Most of them, also, are in composite 
demand. The problem of valuation is complicated but not 
impossible.) Thus demand schedules can be established for 
goods of higher order and, finally, for the ultimate factors of 
production (parcels of land of known area and quality, definite 
quantities of mineral and other resources, and certain numbers 
of workers registered as willing to do certain jobs—we need 
not at present assume any connection between work and pay). 

The quantities of these ultimate factors are known. We 
will assume provisionally that they are fixed. Then for each 
factor the S.E.C. will fix a price which, according to the demand 
schedule, will just ensure its full employment. Let the costs of 
production be calculated on the basis of these figures. Then 
the productive organisations will slow down or stop the pro- 
duction of those goods where demand price is below the cost 
price and will expand the production of those goods whose 
demand price is above cost. Moreover, the various productive 
agencies will find it possible, on the basis of possible alternatives 
in methods of production, to substitute one factor for another, 
thus modifying their demand for such factors. Ultimately, by 
a process of successive approximation, a true economic price 
for each factor will be established, which can then be used for 
costing purposes wherever the factor is used. In this way the 
costs are imputed from the demand for the marginal product 
and then deputed back to all other products. Also, factors of 
production will be allotted to different uses so as to bring in 
equal returns. 

So far we have not considered the supply of factors of pro- 
duction. In the case of natural resources the supply is fixed, 
or at least independent of market changes. The supply schedules 
of different kinds of labour depend on the policy of the com- 
munity with regard to distribution. If it decides not to pay 
according to results, the supply of each kind of labour is inde- 
pendent of the demand for its products. The price of labour is 
in this case simply an accounting price that has no necessary 
relation to the actual income of the labourer. If, however, the 
community decides to distribute part of its income as wages for 
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work done, then each worker may be paid as wages the economic 
value of his services, as determined above, and the number of 
workers seeking work in each kind of occupation will then be a 
function of the price offered. In this case, supply schedules 
can be drawn up for each kind of labour. (See section 8.) 

Once the system has got going it will probably be unnecessary 
to create in this way within the framework of the socialist com- 
munity a sort of working model of capitalist production. It 
would be possible to deal with the problems mathematically, 
on the basis of the full statistical information that would be at 
the disposal of the S.E.C. To determine uniquely the quantities 
and prices of a given number of finished consumption goods and 
of the ultimate factors of production that go to make them, we 
require four kinds of functions: (1) a demand function for each 
consumption-good, relating quantity consumed to price; (2) a 
function connecting unit quantity of each consumption-good 
with the quantities of factors used in its production (this will 
in general depend on the rate of output of the product); (3) a 
function for each product expressing the condition that selling 
price must equal the sum of the prices of the factors of pro- 
duction; (4) a supply function for each factor of production 
relating quantity available with price. Now the second and 
third of these functions are a matter of technical rather than 
economic calculation and are determinable. The demand func- 
tions can be determined, given free purchase at a price. The 
supply functions are either of the form “available supply = 
constant ” or are discoverable, given free choice of occupation 
at a wage. Thus the whole thing could be resolved into a set of 
simultaneous equations, or, since only small deviations from an 
already established equilibrium need be considered, into a 
problem in calculus of variations.1_ Given a free market at each 
end of the chain of production, for finished goods and for pro- 
ductive services, the prices and quantities that would exist if 
the intermediate goods were sold in a market can, theoretically, 
be determined. 

Ultimately then there will emerge a demand price for each 
of the ultimate production goods. These are land (with which 
all natural products, such as timber and minerals, may be 
lumped *) and all the different kinds of concrete labour. Two 

1 Cf. Marshall, Principles of Economics, Mathematical Appendix, Note XXI. 
G. Cassel, op. cit., pp. 139-47. 

? For land, see Cassel, p. 289, also Henderson, Supply and Demand, p. 100: 


for natural materials, see Cassel. 
8 For the pricing of labour, see Cassel, pp. 362-65. 











JUNE 


omic 
er of 


lules 


1C- 








1933] | PRICE FORMATION IN A SOCIALIST COMMUNITY 243 


more things are necessary to a complete costing system. These 
are an allowance for time spent in production (interest or dis- 
count) and an allowance for risk (in the form of a surcharge 
above the normal rate of interest). Unless interest is taken into 
account in the computing of cost it will appear equally prefer- 
able to produce either of two commodities in each of which the 
same quantity of labour and land is incorporated, although in 
the case of one of them the expenditure may be spread over a 
hundred times the period of time that it is in the other. The 
community will be led to spend its resources on schemes that 
will only produce consumable goods after centuries, while in the 
meantime it will suffer penury. Unless risk is taken into account 
it will appear worth while to spend resources on any branch 
of production where there is even an infinitesimal chance that 
the product will be wanted. 


5. Interest 


To illustrate the problem of interest in a socialist community 
let us take the case of a railway that has to cross a piece of high 
ground. Hither it may be built in the open with two steep 
slopes, or it may be constructed with deep cuttings and a tunnel. 
The first way involves greater cost in operation than the second 
for the whole time that the line is open : the second way involves 
a greater expenditure of labour and materials at the time of 
construction. How can the authority planning the railway 
balance the extra annual cost of operation against the additional 
once-and-for-all cost of construction? If the additional con- 
struction-cost is only five times the extra annual operation-cost, 
it is almost certainly worth while to build the tunnel. If it is a 
hundred times more, the tunnel is almost certainly not worth 
while. Projected works can be classified according to the 
number of “ years’ purchase ” that they require. It is obvious 
that the community should undertake first those works in which 
a present outlay saves a large annual cost before proceeding 
with those that effect a less saving. Equilibrium is obtained by 
pushing the investment of resources up to the same number of 
years’ purchase in all lines of production. The community must 
decide upon a certain number of years’ purchase (in other words 
a rate of interest) and apply it as a touchstone to distinguish 
between feasible and unfeasible undertakings. 

To compute a rate of interest, each undertaking will draw up 
several alternative plans of activity on the assumption that 
interest is six, five, four, three, etc. per cent., the schemes at the 
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lower rates being naturally more comprehensive than those at 
the higher rates. On the basis of these schemes it will be able 
to draw up a schedule of its demand for capital at different 
rates. The S.E.C. can then construct an aggregate demand 
schedule for capital to be employed in the whole of industry. 

Two procedures can now be followed, according as to whether 
interest-rate or quantity of accumulation is to be taken as the 
independent variable. In the first case the 8.E.C. will fix a 
certain rate of interest for the year and then earmark the corre- 
sponding quantity of capital out of the total social income. In 
the second case the S.E.C. will fix the amount of capital that is 
to be raised, and then the ruling rate of interest for the current 
accounting period will be given. In either case the rate of 
interest, however arrived at, will be used for all accounting 
purposes (depreciation, insurance, etc.) and the capital will be 
supplied to undertakings in accordance with their original demand 
schedules. 

If interest is to be taken as the independent variable, what 
principles should be followed in deciding upon a rate of interest ? 
If Cassel’s argument in The Nature and Necessity of Interest is 
valid, then the rate of interest depends on the duration of human 
life. In an ideal individualist community accumulation would 
proceed and interest fall until the number of years’ purchase 
of a perpetual income had risen to something short of the extreme 
duration of human life.1 Here it is true that the socialist com- 
munity cannot determine the exact figure with the accuracy of 
an individualist community, balancing the attractiveness of 
perpetuities against that of life-annuities. Still, no extreme 
error in valuation will be incurred if the S.E.C. accumulates until 
the rate of interest falls to, say, 2 per cent. and then keeps the 
rate of interest steady. If the tempo of technical invention 
increases or if public taste becomes more changeable, the amount 
of new capital to be raised in a year will increase; if invention 
or changes in taste fall off, the amount to be raised will diminish. 

If the amount to be saved is to be taken as the independent 
variable, then the most appropriate formula would be that of 
F. P. Ramsey.” It may be objected that the practical application 
of this formula involves the determination of utilities. Never- 
theless, this problem should not prove to be insoluble in a com- 
munity of approximately equal incomes, given free choice of 


1 See also Theory of Social Economy, pp. 241-45. 
2 “A Mathematical Theory of Saving,” Economic JourNnAL, December 
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consumption and the sale of consumption goods at a price in 
the market. If it can be solved, even approximately, a rate of 
saving can be determined and then from the demand schedules 
of the different undertakings a corresponding rate of interest 
can be found. Changes in productivity and fashion will then be 
reflected in changes in the rate of interest.1 


6. Surcharge on Risk 


In a socialist community, it might be held, there should be 
no question of economic risk : economic planning should eliminate 
it. This is true of many kinds of risk. It is true of risks due to 
the simultaneous action of a number of entrepreneurs ignorant 
of each other’s decisions. But in any economy where free choice 
is permitted to consumers and to providers of services an element 
of risk is bound to exist. 

The calculation of a surcharge on risk is, in general, a more 
difficult task than the determination of a rate of interest, since 
it has to be done for each transaction or type of transaction 
separately. In the individualist community it is largely a matter 
of guesswork—that is to say, unconscious judgment, based on 
old-standing habit and a mass of assimilated experience. The 
socialist community might for a time make use in the same way 
of the ‘“ hunch ” or “ flair” of the trained manager of industry, 
but it should in time evolve a statistical treatment of risk based 
on the frequency distribution of sales and of price changes. 


7. Costing 


Prices of factors of production having been determined, a 
rate of interest and surcharges for risk having been fixed, the 
S.E.C. would have all the necessary data for establishing a 
general system of costing and control throughout the productive 
machine. It would be possible to balance the relative advantages 
of competing methods of production and to compare the worth- 
whileness of spending resources on alternative lines of pro- 
duction. The principle of substitution would have full application. 

Moreover, socialist costing would do what individualist 
costing cannot do—eliminate or reduce the divergence between 
social net marginal product and trade or individual net marginal 
product.2 Ignorance of economic opportunities would be elimi- 
nated by the publicity of a planned economic system. Cost of 

1 For the problem of interest in a socialist society see Cassel, pp. 256-59. Also 


see H. D. Henderson, Supply and Demand, pp. 14-16, 130. 
2 See Pigou, Economics of Welfare, Part II, Chapters I-X. 
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movement of resources would be considerably reduced and many 
movements of resources could be made unnecessary by know- 
ledge and foresight. In the calculation of costs allowance could 
be made for the items that are not included in capitalist costing 
and that bring about the divergence between the socially most 
desirable output and that which is most profitable to the indi- 
vidual firm. Thus the incidental benefits or disbenefits that an 
industry or undertaking renders to others or to the general 
amenities of the community could be taken into account in the 
form of deductions from or additions to the cost of production. 
The wasting of resources that occurs under free competition, 
due to ignorance, duplication and overlapping of effort, and lack 
of standardisation, could be eliminated, without the reduction 
of output and consequent mal-distribution of resources that is 
the inevitable concomitant of capitalist monopoly. 

Socialist costing could take into account the difference 
between supply price and marginal supply price.t Once the 
supply schedule for a given commodity had been drawn up it 
would be possible to calculate its schedule of marginal supply 
prices. To the sum of costs, as determined in the ordinary 
way, small additions would be made in the case of goods pro- 
duced under conditions of Increasing Costs; from the sum of 
costs deductions would be made in the case of goods produced 
under Diminishing Costs. The additions would go into, the 
deductions come out of, a special fund that might be called the 
Marginal Cost Equalisation Fund. The balance of this fund 
would be added to (or come out of, if a net deficit) the general 
income of the community. 

There is the problem of gains and losses due to unforeseen 
fluctuations of demand. It would be best to price goods at a 
small margin above cost and to apply the surplus to an equalisa- 
tion fund for each undertaking. All surpluses over a certain 
percentage of annual turnover should revert to the community 
as a whole. 

Thus there is, in theory, no ground for the assertion that 
a socialist community, lacking a free market for intermediate 
goods, would be unable to regulate production in accordance 
with the principles of scarcity and utility. In fact we may go 
so far as to say that only in a socialist community, where pro- 
duction can be carried on in the full light of statistical measure- 
ment and publicity, is it possible to realise the true principles of 
economic valuation. Capitalist society, with its deviations from 

1 Pigou, Economics of Welfare, Part II, Chapter XI, and Appendix ITT. 
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equilibrium due to inequalities in individual income, to com- 
petition, to monopoly, and to the mutual ignorance of entre- 
preneurs concerning other entrepreneurs’ activities, is a very 
imperfect approximation to the economic ideal. The beautiful 
systems of economic equilibrium described by Béhm-Bawerk, 
Wieser, Marshall and Cassel are not descriptions of society as it 
is but prophetic visions of a socialist economy of the future. 


8. Distribution 


It is clear that in a socialist society the return to natural 
resources, interest on capital and surcharges on risk are mere 
accounting terms. They would be calculated as described above, 
but instead of inuring directly to individuals as personal income, 
they would be paid into a general fund that would be at the 
disposal of the community as a whole. This fund might be 
called the Social Fund. (Into it would also go the balance, if 
any, of the Marginal Cost Equalisation Fund and all surplus of 
selling price over cost, not otherwise allocated.) 

It is clear that the return to labour might be dealt with 
similarly. In a socialist system there is no essential connection 
between the value of labour and the payment of a sum of money 
to a labourer. For purposes of accurate costing it is necessary 
to know the value imputed to human effort from the ultimate 
consumption goods in which it is embodied; but this might be 
used for accounting purposes only, each worker being rated at a 
certain figure for purposes of time-sheets and transfers from 
one job to another, while all earnings were pooled and divided 
up on some arbitrary principle—say equal incomes for every- 
body, or a system of payments according to need. However, 
this system, if accompanied by free choice of job, will lead to 
great scarcity of labour in some occupations and to a redundance 
in others, as compared with the social need for such labour. 
This system will also add to the complexity of book-keeping. 
It will probably, therefore, be simplest to pay each labourer the 
value of his labour. In this case free choice of occupation 
would be compatible with an allocation of labour in accordance 
with the economic needs of the community, labour being attracted 
by higher earnings to places where it was in demand or being 
warned off unwanted occupations by a shrinkage in earnings. 

If obstacles to the mobility of labour were removed and if 


1 For Cassel’s view on wages under socialism, see op. cit., pp. 362-65. See also 
my article on “‘ The Economic Basis of Socialism ”’ in the Political Quarterly, 


September—December 1930. 
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education and vocational training were really free and available 
to all who cared to avail themselves of them, the supply of kinds of 
labour that are to-day scarce (skilled and professional labour) 
would probably increase, so reducing the inequality in personal 
earnings. The existence of a large number of other free social 
services (medical, cultural and recreational) would further 
diminish inequalities in real income due to inequalities in money 
earnings. Finally, a steeply progressive surtax could be levied 
on all earnings over a certain amount. 

But the whole product of industry cannot be divided in 
personal income. There are two prior charges on the social 
dividend. One is capital accumulation; the other is the cost 
of socialised consumption (see section 2). The obvious source for 
this is the Social Fund. If this fund is not sufficient, then a 
levy must be made on earnings. If, on the other hand, the 
Social Fund were more than sufficient to supply all the needs of 
the community for social services and capital formation, then 
the balance should be divided among the citizens as individual 
income. 


9. Foreign Trade 


So far, we have described price formation and economic 
regulation in an isolated socialist community. Far from such a 
community’s being parasitic on capitalist states outside, in the 
sense of basing its price system on theirs, we have seen that it 
is possible, in theory, to determine all necessary prices and costs 
in an isolated economy. We have now to consider how this 
community would be economically related, through imports and 
exports, to non-socialist communities. 

The principle of comparative costs applies to a socialist 
economy as to a capitalist one. If a good can be obtained from 
abroad in return for the export of goods whose cost is less than 
the cost of producing the first-mentioned good at home, then a 
net gain of economic welfare results from importing the good 
instead of producing it at home. This is subject to qualifications. 
For example, it is only true of costs reckoned in the long run, 
and not of short-period prices, which may diverge considerably 
from cost. It is not worth while importing goods that are 
temporarily cheap owing to a price-cutting policy, if their intro- 
duction necessitates changes in the allocation of capital and 

1 It is assumed that there is only one socialist commonwealth or, at any rate, 


that all socialist communities are linked up by a common planning and costing 
organ into a unified economic system. 
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labour at home that have quickly to be reversed again. Even 
if the imports are permanently cheap, the adjustments in home 
production may cost more than the savings effected by importa- 
tion. Now a socialist community can make allowance in its 
estimates of all the relevant costs (abandonment of specialised 
plant, retraining of skilled labour, etc.) and can spread the 
charge over that period of time during which equipment and 
labour would naturally be renewed. 

Another important qualification of the comparative cost 
principle is that there may exist political reasons for not being 
dependent on foreign countries for particular products; there 
may exist social reasons for developing certain branches of 
domestic production beyond the point indicated by the principle 
of non-discrimination. In all these cases definite subsidies 
should be made out of the social income to the industries concerned 
and the ordinary calculation of costs then applied. In this way 
it will be possible to see clearly the real social cost of such a 
policy of exclusion and, moreover, to apply quantitative methods 
to the case where, while it is undesirable for political or social 
reasons to admit a large quantity of some imported product, 
it may be undesirable to exclude it entirely. 

But these exceptions apart, the policy of a socialist com- 
munity with regard to foreign trade should be, not free trade, 
which is inconsistent with the principles of collectivism, but 
non-discrimination between foreign and domestic sources of 
supply. It is non-discrimination rather than freedom that the 
orthodox agreement in favour of “free trade” proves to be 
economically advantageous. A socialist community could prac- 
tise non-discrimination while protecting the home market from 
dumping and short-period fluctuations; it could encourage 
infant industries; and, since there would be within it no inde- 
pendent bodies of entrepreneurs with interests opposed to the 
social interest, there would be no danger of such protection and 
encouragement being used as a screen for monopolistic depre- 
dations. It is true that prejudice and mental inertia on the 
part of groups of producers might perhaps create a demand for 
restrictions not socially justified; but here the “glass walls” 
of the socialist economy would make it difficult to maintain 
unreasonable discriminations. 

The question of foreign exchanges should present no diffi- 
culty. If the outside world adhered to the gold standard, the 
socialist community would have to conduct its foreign-trade 
transactions in terms of gold. The 8.E.C. would have to see 
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to it that imports were paid for by exports. But there is no 
necessity for the internal currency to be linked to the external. 
The conversion of one into the other would only be necessary 
for the use of travellers and for remittances between private 
individuals. The central bank would have a monopoly of 
foreign exchange and could fix what rates it liked. The greatest 
economic and administrative convenience would, however, result 
from its fixing the rate of exchange at a figure corresponding 
nearly to the true purchasing power parity of the internal 
currency with gold. This figure could be changed from time to 
time, as the internal value of gold varied. 

More difficult problems of foreign trade are involved in the 
case of the import and export of capital. If the rate of interest 
on long-period loans outside the socialist community is lower 
than the rate prevailing within, there is an obvious economic 
advantage to be obtained by borrowing from abroad until the 
domestic interest rate sinks to the world level. Similarly, if the 
outside rate of interest is higher than the socialist community’s, 
the latter can increase income per head by using its resources 
to finance foreign undertakings instead of domestic ones and 
consuming additional imported goods with the proceeds. Either 
procedure is economically possible. The extent to which it 
would be followed would probably depend on social and political 
considerations. 


10. Conclusion 


In conclusion, the writer would like to say that he believes 
he has demonstrated at any rate the theoretical possibility of 
an economic system based upon the collective ownership of land 
and capital, directed towards the realisation of equality of income, 
and in which there would be room for free choice both of occu- 
pation by workers and of gratifications by consumers. Under 
such a system it would be possible to establish an economic 
equilibrium between cost and utility and to allocate resources 
to the satisfaction of competing needs at least as well as, if not 
better than, under capitalism. 

H. D. Dickinson 
Leeds University. 
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THE DIFFICULTY OF IMPUTATION 


THE theory of distribution which forms part of the present 
generally adopted body of economic thought states that when 
production is carried on in conditions of free competition between 
factors of production for the highest wage and between entre- 
preneurs for labour at the lowest cost, each unit of any factor 
is remunerated at a wage equal to the value of the marginal 
net product of that factor in the industry in which it is employed, 
and that the distribution of the factor between industries is in 
equilibrium when marginal net products are equal in all industries. 
The marginal net product is defined as the value added to the 
total product of a productive group or association of factors by 
the use of the last unit of that factor: 7.e. the difference between 
the value of the product when x units are used and when x — 1 
are employed. 

Marshall in dealing with this part of economic theory is, as 
always, conscious of the necessity, in his opinion, of closely 
relating theory to fact; of explaining and describing economic 
life as he saw it, and therefore he expounds the theory of the 
distribution of factors of production between different industries 
by visualising the entrepreneur in control of his business weigh- 
ing the benefits to be gained by the increased use of any factor 
against the cost of that factor. In discussing the net product 
he says, “‘ Every business man indeed, according to his energy 
and ability, is constantly endeavouring to obtain a notion of the 
relative efficiency of every agent of production that he employs ; 
as well as of others that might possibly be substituted for some 
of them. He estimates as best he can how much net product 
(i.e. net addition to the value of his total product) will be caused 
by a certain extra use of any one agent. . . . He endeavours to 
employ each agent up to that margin at which its net product 
would no longer exceed the price he would have to pay for 
it... .” In the specific case of the brewer he says,” “. . . the 
proportion of hops and malt in ale can be varied . . . the extra 
price which can be got for the ale by increasing the quantity of 
hops in it is a representative of the causes which govern the 

1 Principles, 6th edition, p. 406. 


2 Ibid., p. 407. 
No. 170.—vo.L. XLm. 8 
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demand price for hops . . . the extra value thus given to the ale is 
the marginal net product of the hops of which we are in search.” 

In this form the theory has been generally though sometimes 
tentatively accepted as a fair representation of the working of 
an economic system of free competition. It has become estab- 
lished because, as Marshall has shown, it is a realistic repre- 
sentation of the brewer’s experience, and theoretically it is 
deducible from the fundamental properties of the theory of 
demand and supply in conditions of free competition. 

The objection raised to the theory that the remuneration of 
a factor of production must always equal the value of the marginal 
net product of the factor in conditions of free competition is 
that the sum of the products of the number of units of each 
factor and the marginal net products of those factors is greater 
than the total remuneration received by all productive groups. 
This, it is said, clearly indicates an error in reasoning. This is 
because, as Wieser has clearly shown, the value added to the 
total product of a productive association by the marginal unit 
of any factor is the product of that unit plus some addition to 
the total product resulting from a more intensive use of the 
other factors already in the association. By the above reasoning 
both its own contribution and the product resulting from the 
additional use of all other factors are imputed to that single unit. 
Thus the marginal unit of each factor has imputed to it some- 
thing more than its own contribution: it is, as it were, its own 
contribution plus a little carved out of those of the other factors, 
which are thus counted over again. The resulting total of the 
remunerations of each unit used in a group must thus exceed the 
actual value of the total product of that group, and is therefore 
more than could, in fact, be paid. Wieser’s terminology best 
expresses this difficulty. The true value of the contribution of 
a unit of any factor is the value of its “‘ productive contribution ” 
to the total product of the group, while the marginal net product 
as defined and discussed above is the “‘ product dependent upon 
the co-operation ” of that additional unit. The value added to 
the total product by the use of an additional unit of any factor 
could not be obtained without that unit, yet that whole value 
cannot be imputed to it because that value is the result of the 
work of that unit in co-operation with the factors already in the 
group. Wieser continues to show that the marginal utility in 
production of factors, which should coincide with their actual 
remuneration, equals their productive contribution at the margin. 
If this is so, the reasoning typified by the foregoing quotations 
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from Marshall, showing that in the normal way of business as 
well as in theory the marginal utility of a factor of production 
is the same thing as the “ product dependent on co-operation ” 
of the marginal unit, must be incorrect. Is this so ? 

Most writers in dealing with the theory of imputation have 
been met with this confusion, but it is often dimly apprehended 
rather than clearly stated. It -would appear, for example, that 
Marshall was fully aware of its existence, for he says that the 
marginal net product theory is only a partial explanation of the 
forces determining the remuneration of any factor. In discuss- 
ing wages he says,! ‘“‘ This doctrine has sometimes been put 
forward as a theory of wages. In reply to any such pretension, 
it may be objected that the doctrine that the earnings of a worker 
tend to be equal to the net product of his work, has by itself 
no real meaning; since in order to estimate net product, we have 
to take for granted all the expenses of production of the com- 
modity on which he works, other than his own wages.” “Knight 
in Risk, Uncertainty and Profit, states the difficulty very plainly,” 
but he is of the opinion that such maladjustments would, in fact, 
be so small, the size of the complete productive association being 
so large in relation to a unit of any single factor, that they could 
in practice be ignored. ‘“‘ When account is taken of the actual 
size of industrial society and of the ordinary unit of most agencies, 
it will be seen that the ‘dislocation ’ is negligible; . . . in the 
typical case the error resulting from this assumption is not large 
in comparison with other inaccuracies in the competitive ac ~st- 
ment.” 

This handling of the problem appears rather to be a shelving 
of the difficulty than a solution of it. It is, even, difficult to 
agree that the error would be small, as, though the error in the 
case of the marginal unit might be small, that error would be 
multiplied by as many units as are used of that factor. Since 
he defines the individual unit as being very small compared with 
the business, the final error must be large. 

It appears that the confusion generally has arisen through a 
failure to state clearly the assumptions on which each writer 
bases his theory, and to bear those assumptions clearly and 
continuously in mind. 

The problem of distribution in economics is founded in the 
physical law of diminishing returns or variable proportions. If 
in a productive association the quantity of one factor is fixed 
and that of another gradually increased from the smallest quantity 


1 Principles, 6th edition, p. 518. ' 2 Page 110. 
$2 
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required to produce any recognisable result, the total product 
will first increase more than proportionately to the increase in 
the variable factor, then will increase, but less than proportion- 
ately, to the variable factor, and finally will positively decrease. 
At the point where absolutely increasing returns cease and 
conditions of diminishing returns set in, production is carried 
on in conditions of maximum total output per unit of the variable 
factor, or at minimum cost per unit in terms of the variable 
factor. This is to be regarded as the point of optimum pro- 
duction for the variable factor. 

Let us suppose a productive association is formed in which 
one factor is fixed and the other variable. The fixed factor must 
be conceived as being something capable only of producing one 
commodity, to be incapable of division and to be the only piece 
in existence: the variable factor must be something, say labour, 
used in all industries and completely unspecialised and the total 
amount in existence of which must be fixed. Whatever the 
price of labour the amount used will be such that production is 
under conditions of diminishing returns as increased quantities 
of labour are used, but the amount of labour used depends 
entirely on the rate at which returns diminish and the price 
which must be paid for a unit of labour. That amount will be 
used so that the value added to the total product by the use 
of the last unit equals the price per unit of labour. The price 
of labour will be determined by competition of all other employers 
of labour and the total supply, and whatever it is it must be 
paid by our imaginary business. The only choice left the holder 
of our rare and fixed factor of production is whether to employ 
labour and produce or not. Hence the remuneration received 
by him is the excess of the price received for his output of goods 
over the wages paid to labour. Suppose, for example, the price 
of labour falls, so that the value added to the product by the 
employment of an additional man is equivalent to the cost of 
that man, an additional man will be employed. The total value 
of the product is increased by the amount which must be paid 
him, but all the other men are paid less, so the amount accruing 
to the holder of the fixed factor has increased. Since his 
remuneration depends entirely on the price of the product, 
and the price of labour which must be deducted from the receipts 
for the product, his remuneration is a rent: it is determined by 
prices and can in no way control them. 

If all productive associations were of this type, one factor of 
a given size, indivisible, indestructible, immovable, capable of 
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the production of one thing and that thing only, and the other 
factor was homogeneous, continuously divisible, and so easily 
mobile that it was susceptible to the smallest changes of price, 
the distribution of the mobile factor would be such that it would 
be used in each industry up to the point where the value of the 
product added by the use of the marginal unit was equal in all 
industries, and the remuneration of the factor would equal this 
marginal net product. The remuneration of each of the immobile 
factors would be rents varying as the demand for their products 
varied, and the total income of all productive associations would 
equal the sum of the rents of those factors plus the marginal 
net product of the mobile factor multiplied by the number of 
units into which it was divided. 

It will be perceived that in these conditions the remuneration 
of the mobile factor, labour, is determined in exactly the same 
way as the marginal net product in Marshall’s reasoning outlined 
above. Marshall and all who reasoned on these lines were 
actually dealing with precisely this situation, only it was not 
clearly defined and shown to be such. He talked of a business 
organisation, in one case a brewery, with all its plant, barrels, 
drays, etc. so organised that they formed a complete indivisible 
unit specialised to the single purpose of brewing beer, and to be 
retained as a single unit despite any variations in the price of 
beer for the period under consideration. 

The economic system is thus regarded as a series of such 
organisations, competing for the use of variable factors, or weigh- 
ing one variable factor against another, one only of them to be 
used at that time, and thus, as in the case of our example, the 
variable factor is remunerated according to the added value 
resulting from the use of the marginal unit in each industry. 
That is, the whole of the value dependent upon its co-operation 
at the margin is imputed to it, but all the other factors, for the 
period under consideration, are not remunerated according to 
their marginal value as determined by free competition, but 
share a rent which accrues to them jointly. How that rent is 
shared between the component parts of each separate organisation 
depends entirely on contracts or agreements made at a previous 
time, but these cannot affect in any way the total amount of 
the remuneration to be so shared. This is the situation existing 
in the short period when production can be varied only by 
increasing or decreasing the more fluid factors in an association. 
In the short period the remuneration of the more fluid factors 
is equivalent to their marginal net product. 
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Now let us turn to the hypothetical case of production when 
all factors employed are mobile and continuously divisible. Let 
us suppose production to be the result of two factors, land and 
labour, of which the quantities in existence are fixed. We must 
assume also the other static conditions of fixed demand schedules 
and unchanging technique. Let the land be divided into a 
number of very small pieces in the same way as the labour force 
is divided into a great number of individuals. No land or 
labour is to be specialised to any particular industry, but both 
are to be equally suitable for the production of any commodity, 
according to the movements of demand. Sales are to follow 
immediately upon production, no stocks are to be accumulated, 
and thus the demand for the factors will continually change as 
the demand for products varies. In these conditions both factors 
will be remunerated at a price determined by the competition 
of various uses for them, and there will be no productive materials 
of any kind whose remuneration is a rent. How, in these con- 
ditions, is the due share of each unit of both factors in the total 
product of industry to be imputed ? 

For any given quantity of one factor, say land, which may 
be used we have seen that there is a given quantity of labour 
for which the cost of production in terms of labour is at a minimum 
for that quantity of land: at this point the optimum amount of 
labour is being used. For whatever sized piece of land is chosen, 
supposing for the moment land to be free, there is a given quantity 
of labour which will yield a certain product at a minimum cost. 
In setting up a productive association it would be foolish to use 
either more or less labour because either would raise the cost 
of the product per unit in terms of labour. When the size of 
the association can be continuously varied according to change 
in demand or in the price of labour, the amount of land used 
would be varied, and production carried on with a new optimum 
quantity of labour. 

From the physical nature of the processes of production in 
each industry it will be possible to construct a table showing the 
optimum quantity of labour for use with gradually increasing 
quantities of land for that industry. In the same way if a fixed 
quantity of labour can be selected and the amount of land applied 
continuously varied, a second table could be obtained showing 
the optimum amounts of land to be used with a series of fixed 
quantities of labour of increasing size, to produce at a minimum 
cost per unit in terms of land. 

If land and labour can both be expressed in terms of a common 
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measure, as in price, it will be possible to construct sets of tables 
or scales for any given prices of the two factors, one of which will 
show the amount to be spent on labour for any given amount 
spent on land, and the other the amount to be spent on land 
for any given expenditure on labour, in order to produce at 
minimum cost per unit in terms of expenditure on labour and 
land respectively. As the amount spent on land increases, that 
on labour will decrease, and vice versa, though the rate would 
be different for each industry and method of production. It 
will therefore be possible to find a point on the two scales which 
gives the same combination of expenditure on land and labour. 
This will be the optimum combination giving production at a 
minimum cost per unit in terms of money for those prices of the 
factors of production. 

When each productive association is using an optimum 
combination of factors giving minimum cost of production at 
the ruling prices of the factors it will have no inducement to 
vary the amounts of any factor used. But in adapting itself to 
any price-ratio of the two factors with which it may be pre- 
sented, each association will alter its combination, using more 
of the relatively cheaper factor and less of the relatively dearer. 
The total demand of all associations for each factor at the given 
prices may be greater, equal to or less than the total quantities 
of each available. If it is greater, the price of the factor will 
rise through the endeavour of each unit to get as good a price 
as possible : if it is less, the total quantity of the factor will not 
find employment, and by competitive action the price which any 
unit will be willing to accept will be lowered. Thus, through the 
actions of the factors there will be a further change in the price- 
ratio to which each association will again have to adjust itself. 
Thus a final position of equilibrium can only be achieved when 
each association is using an optimum combination at the ruling 
prices, and the price-ratio is that at which the total quantities 
of both factors can find employment. 

In this conception of economic society as consisting of an 
infinite number of continuously changing groups, the remunera- 
tion of each factor cannot be determined by the marginal net 
product or ‘‘ product dependent on the co-operation” of that 
factor at the margin. You cannot measure or compare the value 
added to the output of a combination by an increased use of one 
of the factors, because as the quantity of one is increased the quan- 
tities of each of the other factors in the association will change ; 
the old combination will vanish and a new one take its place. 
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In a state of equilibrium in this society the remuneration of a 
unit of each factor must be equal to its productive contribution 
at the margin over the whole industrial field. In each productive 
association the total remuneration paid each factor equals the 
“* productive contribution ’’ of one unit multiplied by the number 
of units of the factor, and the total remuneration received for the 
output of all associations will equal the sum of the amounts 
received by each factor. This is the position arrived at by Wieser 
when he states that 1 “The productive contribution, then, is 
that portion of the return in which is contained the work of the 
individual productive element in the total return of production. 
The sum of all the productive contributions exactly exhausts 
the value of the total return.”’ 

If a sufficiently long period is taken, all factors become com- 
pletely mobile between industries, and hence in the long period 
the remuneration imputed to each factor tends to equal its 
productive contribution at the margin when used in conjunction 
with all other factors over the whole industrial field. 

M. Laws 


1 Wieser, Natural Value, p. 88, Macmillan, 1893. 
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SOME OBSERVATIONS ON THE LAST EIGHTEEN 
MONTHS IN JAPAN 


In September 1931, as the immediate result of the almost 
simultaneous occurrence of two cataclysmic events—the departure 
of Great Britain from the Gold Standard and the explosion on the 
South Manchurian Railway—Japan found herself faced with a 
flight from the yen. During 1930 she had returned to gold at 
a time when the difficulties of adjusting her price-levels to the 
new conditions were particularly marked,! but in spite of growing 
hardship among the farmers, generally depressed business, and a 
slight trickle of gold from the Bank of Japan, which began in 
July 1931, there was no widespread fear for the future of the 
currency. After September, however, the competition of the 
depreciated pound in Far Eastern textile markets and the pros- 
pects of increasing demands for Government expenditure on 
military operations led to huge speculative investments in dollars 
and a consequent reduction in the Bank’s specie reserves from 
815 million yen 2 (at par, about £81-5 mn.) at the end of August, 
to 543 million yen at the end of November. The deflationist 
Government naturally became increasingly unpopular with the 
military and dollar buyers, and the first act of the new Govern- 
ment, which was formed on the 13th December, was to replace 
the gold embargo. 

Both business men and politicians then expected that during 
the next twelve months the political change and the undefined 
“ positive ” policy of the new Government would have four main 
results. These were : 


1. Steadily increasing Government expenditure on the army, 
navy and farm relief, leading to large budgetary deficits. 

2. No increases in taxation to meet these deficits, but a series 
of Government bond issues. 

3. A consequent inevitable heavy inflation of the note-issue 
leading to a fall in the internal value of the yen. 


1 See G. C. Allen, “‘ The Last Decade in Japan,” Economic History, January 
1933. 

2? Where not otherwise mentioned, the figures used in this article are based 
on statistics published by the Bank of Japan. 

















260 THE ECONOMIC JOURNAL [JUNE 


4, A corresponding further heavy depreciation in the overseas 
value of the yen. 


Such appear to have been the prevailing expectations at the 
time, both in Japan and abroad, and it is the purpose of this 
article to examine the extent to which they have been fulfilled 
up to date (mid-April 1933) and to suggest some possible con- 
clusions from the course of events. 

While immediately after the imposition of the gold embargo 
there was a sharp rise in many wholesale and some retail prices 
in Japan, much of this was only short-lived. It was the last 
expectation which was fulfilled to a most disconcerting degree. 
During the next twelve months there was, with brief intervals, 
a continuous excess demand for foreign currencies.1 

The course of the yen was as follows, in spite of the operation 
from July onwards, of a law for “‘ The Prevention of Expatriation 
of Capital.” 


Tokyo Average T.T'. Rates. 








New York, London, 
$ per 100 yen. Shillings per yen. 
8. d. 
June 1931 : 3 : Fi 49-4 2 03 
November 1931 : : : 49-4 2 7:3 
January 1932 . : : 3 35:8 2 0-9 
June 1932 : : : 2 30°3 1 7:9 
December 1932 . ‘ . 20-7 1 31 
April 14, 1933 2 . ; ‘ 21:3 1 2-8 











2 Quoted by Mitsubishi Bank, Ltd., Tokyo. 


Such an unprecedented depreciation made the 20 per cent. fall in 
the exchange which followed the great earthquake of 1923 appear 
comparatively small, and fears were widely expressed that Japan 
would soon be following in the footsteps of post-war Germany. 


1 While, of course, this demand was the result of very many different kinds 
of actions by business men and others, it may be of interest to record those 
which were particularly noticeable in Japan (note that the greater part of 
Japan’s foreign trade contracts are in dollars or sterling) : 

The speculative purchase of dollar exchange by banks and their customers. 

The heavy purchase of imports, particularly raw cotton and wool, three to 
six months ahead of the normal time. 

An increased rate of repayment of sums owed abroad. 

The holding back of export bills from the market by exporters, and the 
collection and deposit of the proceeds abroad. 

The purchase of long-term foreign currency securities and the almost com- 
plete stoppage of borrowing from foreign countries by Japan. 

Increasing Government payments for military and naval supplies from the 
mainland and elsewhere. 
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The first and second expectations, Budget deficits and con- 
sequent bond issues, began to be realised early in 1932, as the 
needs of the military and farmers became more pressing. Neither 
the new Government nor its successor, which came into office in 
May, introduced any increases in taxation. Payments to the 
national debt sinking fund were suspended, and during the period 
from January 1932 to March 1933 the excess of Government issues 
over redemptions amounted to more than 1,000 million yen. The 
Budget for 1933-4 provides for the issues of at least another 1,000 
million and further issues during 1934-5 seem inevitable.1 

So far, therefore, three of the four expectations have been 
realised in full measure. Revenue for next year will barely cover 
half the Budget expenditure; the deficits are being met by record 
bond issues, which are likely to raise the level of the State and local 
government debts in April 1934 about 30 per cent. above that of 
December 1931 ; and the gold value of the currency unit has 
been more than halved. : 


Japan. Debts of State and Local Governments. 


(Thousand million yen.) 











State Government Bonds. | Local Government Bonds. 
Internal. | External. Internal. External. 
Outstanding on— 
December 1931 4-5 1:5 1-5 0-2 
March 1932 . 4:7 1:5 1:5 0-2 
December 1932 - 5-2 1-4 1-6 0-2 
(March 1934, prob- 
able figure) 6-7 | 1-4 














Except for the March 1934 estimate, which is based on the Budget proposals, 
these figures are taken from the Monthly Report of the Tokyo Chamber of Com- 
merce and Industry, December 1932. 


But it was monetary inflation which was expected to bring 
about a fall, both in the internal and external value of the yen, 
and the decline in the exchange rate took place, mainly in anticipa- 
tion of this internal depreciation. When, however, the leading 
monetary statistics are examined, an unexpected situation appears. 
The following figures show the trend of note circulation and 
deposits over the period. The position at the end of 1930 is given 
for purposes of comparison. 

1 Total estimated expenditure for 1933-4 is 2,300 million yen, of which 
approximately 820 million is for the fighting services and approximately 360 


million is for emergency relief works. (Figures published in Japan Advertiser, 
January 24 and 27, 1933.) 
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Bank of Japan Notes. 
Net circulation. 


(Thousand million yen.) 


At end of— 
December 1930 . ‘ m . 4141 
December 1931 . ; . . 131 
June 1932 . ‘ : ; . Ll 
December 1932 . . j - 137 
March 1933 ; ; . 1:13 
April 14,1933. j : . 1:03 


The Bank has the sole right of note-issue in Japan Proper. 


Deposits in all Banks in Japan. 


(Thousand million yen.) 














Special Cur- 
Cash rent, Public Time Postal 
Deposits. | and Other | Deposits. | Savings. Total. 
Deposits. 
At end of— 
December 1930 1-86 2-63 7-00 2-35 13-9 
December 1931 1-66 2-36 6-95 2-62 13-6 
June 1932 1-50 2-45 6-71 2-88 13-5 
December 1932 1-69 2-61 6:87 2-70 13-9 
February 1933 1-59 2-62 6-95 2-70 (Jan.) 13-9 














(Under Cash Deposits I have included Current Deposits and Deposits at 
Notice; under Time Deposits, Fixed and Savings Deposits; the Special Current, 
Public and Other Deposits are partly Time and partly Cash Deposits.) 


The note circulation has shown no increase apart from the 
seasonal and also somewhat inflationary rise in December last 
year.! During the early part of 1932 almost every kind of 
business was depressed, but as the effects of the depreciated 
exchange were felt in the export trades and the military and relief 
expenditure started to grow, the circulation steadily recovered. 
Since the end of the year it has either been declining or stationary, 
from week to week. There has thus been no very great or pro- 
longed expansion of the currency since the embargo, though the 
slow deflation which started in 1929 has been kept in check. 

The Cash Deposits show a similar movement to the note 
circulation and are perhaps a fairly good index to the state of 
industrial activity, particularly as the use of cheques by private 
individuals is not so widespread in Japan as elsewhere.? Time 
Deposits fell off during the first six months of 1932 owing to the 


1 The fiduciary issue of the Bank was raised in July 1932, from 120 mn. to 
1,000 mn. yen, and this enabled the Bank to keep in circulation the existing 
quantity of notes, with a smaller gold backing. 

2 See Keynes, Treatise on Money, Vol. I, ch. 15, and Vol. II, ch. 24. 
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transfer of funds by cautious depositors to the Postal Savings. 
In August an announcement was made that the Postal Savings 
rate would be reduced in October from 4-2 per cent. to 3 per cent. 
and a re-transfer took place. The Special Current Deposits, 
which represent about two-thirds of the second column of deposits, 
are really Savings Deposits which are withdrawable by pass-book 
(not by cheque) on demand. The Public Deposits have naturally 
increased at a time when the funds at the disposal of the Govern- 
ment have been expanding. The total quantity of Bank Money 
has therefore only slightly increased, while the Savings Deposits 
and Government Deposits are responsible for the greater part of 
the growth. 

An estimate of the “ crude velocity ” of the Cash Deposits, 
calculated according to the methods of Mr. Keynes, is as follows : 1 


(Million yen.) 














Yeor, | Total Banke | ,Geeh Deposits in, | « crude Velocity 

| Clearings. at end of year. of Cash Deposits. 
1926 89,128 | 1,491 60 falling prices 
1927 62,648 | 1,488 42 banking panic 
1930 | 51,286 | 1,259 | 41 deflation 
1931 45,982 | 1,134 c wee 
1932 52,613 | 1,187 | 44 “positive” policy 

| 








2 Complete figures of monthly deposits are not easily accessible at the moment. 


If these figures can be accepted as a rough guide, the velocity of 
the Cash Deposits was perhaps a little over that of the previous 
year, but even so it was only slightly above that of 1927, when 
Japan was undergoing her famous banking crisis. 

If the bond issues have not resulted in any increase in the 
monetary circulation, they must either have attracted funds away 
from investment in other directions or they must have used funds 
which would otherwise have been idle. The table which follows 
shows that probably it is the second alternative which has so far 
been effective. 

The fall in advances, the reduction of the discount rate to the 
lowest point it has ever reached and the increased lending at call, 
although the day-to-day rate has fallen to less than half of its 
level eighteen months ago, together point to the existence of money 
readily available to take up the bonds. These, of course, would 
help to swell the banks’ holdings of investments. With funds 
increasingly plentiful the prices of Government bonds have risen. 


1 Keynes, J'reatise on Money, Vol. II, ch. 24. 
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All Banks in Japan. 


(Thousand million yen.) 








a Ad- Renews Bank of 
Deposits | V@D€S | Call |Invest-| other | Japan's 
(excluding} 224 | Loans.| ments.| Banks Discount 
Postal Dis- and Cash Rate. 
Savings).1 | Counts. in Hand.| % P-@- 
At end of— 
December 1930 11-5 11-0 0-23 4-9 1-6 5-1 
December 1931 11-0 11-0 0-21 4:8 1-5 6-6 
June 1932 10-7 10:7 0:26 4:5 1-4 5-1 
December 1932 11-2 10-4 0-38 5-2 1-5 4-4 
February 1933 11-2 10-2 0-37 5:4 1-4 4:4 























1 Postal Savings are invested by the Deposits Bureau, an organisation speci- 
ally founded for the purpose, in State and Local Government Bonds, Foreign 
Government Bonds and special approved loans. 

2 Includes Ordinary Loans, Loans on Bills, Overdrafts and Discounts. 

3 All short-term rates of interest fell steadily during the second half of 1932 
and long-term rates began to follow suit in the last quarter of the year. 


The ‘“ Kogo”’ 5 per cent. Government Bond, for example, the 
price of which averaged 92-5 during 1931,* is now being quoted 
at 99-4. The recent 4} per cent. issues have been made at 963.5 

The course of certain price indices, production and capital 
investment give some clue to the existence of these surplus 
funds. The table on p. 265 shows the wholesale price movements 
of commodities representing a large part of Japan’s international 
trade. 

The course of import prices during 1932 was rather what we 
should have expected—a steady rise which did not keep pace with 
the exchange depreciation owing to the world fall in commodity 
prices which took place during the period. The rise was checked 
soon after the depreciation stopped. Imports appear to be now 
from 40 to 80 per cent. dearer than before the embargo, according 
to the commodity chosen. The yen prices of the exports, how- 
ever, actually fell during the first half of 1932, and it was only 
when the exchange depreciation was becoming extreme that a 
boom began. Early in 1933 the trouble in America brought down 
silk prices almost to their pre-embargo level and the world demand 

4 Mitsubishi Economic Research Bureau; Monthly Circular. 

5 In spite of issues of over 500 million yen and a dwindling note-circulation, 
since the New Year, the Finance Minister was able to state on April 12 that 
‘* Private banks have more cash on hand than at any time since the year-end 
settlements. Private deposits in the Bank of Japan are also the highest since 
the year-end. Private banks and large institutional investors accordingly have 


been forced to keep their funds employed by buying Government bonds.” Japan 
Advertiser, April 13, 1933. 





.™ 
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Tokyo. Average Monthly Wholesale Prices of Leading International 
Trade Products. 
(Based on figures published by the Bank of Japan.) 



































Imports. Rearones. 
Cotton 
A Manu- 
r= ", 
8 g a re ~“ » las factures 
pes $ g ce) ‘s g 4 1Ss- 
Slaglelé| & lege 2 |53| a |. 
o = 
é fl bPlal § jaas! & 4'3 d |-d & 
ia = 7) ro) ea > SG |a-| » lan 
Aug. 1931 . | 100 | 100 | 100 | 100 —_— 100 | 100 | 100 | 100 | 100 
Dec. 1931 - | 120 | 111 | 105 | 111 | 19-203] 114 99 | 97 97 90 
June 1932 . | 117 | 125 | 108 | 121 — 163 78 86 | 91 92 
Dec. 1932 . | 184 |} 175 | 162 | 157 | 19-20 239 | 155 | 135 | 167 | 178 
March 1933 . | 180} 168 | 147 | 188 | 184-19] 226 | 111 | 109 | 150 | 146 
(Feb.) 














1 There are no available figures of raw wool prices in Japan. The prices in 
the table are in (Australian ?) pence per lb., ex Australian warehouse.* The cost 
to Japanese mills must have varied with the Australian (or sterling ?) exchange 
rate. 

* Mitsubishi Economic Research Bureau; Monthly Circular. 


for Japanese cotton manufactures began to show signs of inability 
to absorb the increasing production without a substantial fall in 
prices. Though the silk market in America may recover to some 
extent fairly soon, tariff news from India and China points to a 
further decline in demand. It can be realised that with the terms 
of trade changing in this way, traders are not in the mood for 
expansion.” 

During the short boom period, the increased yen value of 
international trade does not seem to have caused much demand for 
more bank credit. Many imports were bought speculatively 
several months before the depreciation became severe, when 
trade was slack. Also, it seems that an abnormal proportion of 
the proceeds of the exports were kept abroad and used to purchase 
further imports. This was particularly easy for the huge family 
units which control the greater part of Japan’s foreign trade and 
manufacture, and as long as the exchange continued to depreciate. 
Also, during 1932, as compared with 1931, the total value of 
imports only increased by 15 per cent. and that of exports by only 
22 per cent., a small rise compared with the heavy fall which had 
taken place in the previous two years’ trade. 

In domestic trade, apart from the “ munitions ” and “ relief ” 

2 A detailed study of this period might give a substantial inductive verifica- 


tion of Prof. Taussig’s Theory of Dislocated Exchanges, ‘‘ International Trade,”’ 
Part IIT. 
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industries, which consist largely of the steel, engineering, chemical 
and soldiers’ equipment industries in the one case, and the cement 
industry in the other, the atmosphere has on the whole been one 
of depression and prices have been stationary or falling.1 In 
spite of the increased employment given by the Government loan 
expenditure, the index of factory employment rose during the 
year from 73 to only 77 (1926 = 100). Later figures are not 
available. The Mitsubishi Research Bureau’s index of wholesale 
prices of domestic consumption goods moved as follows : ? 


(1913 = 100.) 
August 1931 . . : ‘ . 168 
December 1931 : ; ‘ . 163 
June 1932. ‘ . : . 150 
December 1932 ‘ ‘ 3 . 166 
February 1933 z ; : - 167 


The Bank of Japan’s retail index, which includes a number of 
international trade goods, rose from 130 in November 1931 to 
146 in February 1933, an increase of about 12 per cent.. Although 
the values of shares of most kinds have risen substantially, the 
figures of new capital investment ° showed a fall of about 20 per 
cent. during 1932 as compared with 1931, and several leading 
industries are operating at only from 50 to 75 per cent. of capacity. 

The causes of this depressed outlook for trade and the con- 
sequent tendency to accumulate surplus funds are, of course, due 
to the continuation of the causes which brought about the pre- 
embargo domestic and world depression, but in addition the 
uncertain domestic and international political situation has 
repeatedly prevented a growth of “ bullishness ”’ at home. The 
Stock Exchange Reports, month after month, contain references 
to the uncertain outlook in Geneva, China, U.S.A. and last but 
not least at home. During the period, the Tokyo Exchange, for 
example, has had to close down on four separate occasions for a 
total of thirteen days, owing to domestic or international crises. 

1 A few industries have gained from the protection of the falling exchange 
against competing imports ; but as most of the country’s imports are raw materials, 
food-stufis and semi-manufactured goods which either cannot yet be produced 


in Japan in large quantities or only at very high cost, this was not of great 
importance. 

2 Mitsubishi Economic Research Bureau; Monthly Circular. 

3 These figures give ‘“‘ new incorporations, capital increases and bond issues 
involving amounts over 100 thousand yen, definitely planned by banks and 
joint stock companies in Japan, her colonies and S. Manchuria.” The figures 
are issued monthly by the Bank of Japan. The March 1933 figures show a 
large rise owing to the formulation of plans for railway extension in Manchuria. 
The extent to which these will result in new bond issues is not clear. 
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The immediate future of the present Government is also much 
discussed at the moment. 

With these conditions in mind, it can be understood that the 
bond issues have so far been easily absorbed. Almost all the 
issues have been taken over in the first place by the Bank of Japan, 
and the Government Deposits have correspondingly increased. 
As the Government has spent the proceeds, its deposits have 
decreased, but in the meanwhile the “ Other Deposits ”’ of the 
Bank, which largely consist of idle balances of the ordinary banks, 
have tended to increase, and these, as well as the surplus deposits 
held in the ordinary banks, have been used to purchase the bonds 
from the Bank of Japan as soon as it is willing to sell. 

The Government spends the proceeds of the issues in four 
main ways. First, they have been used for the purchase of army 
and navy equipment and munitions and have brought about a 
rise of prices in the steel, engineering and chemical industries and 
have, to some extent, prevented further falls in other industries. 
Secondly, supplies of these goods have been bought on the main- 
land, or from foreign countries and, in so far as this has been on a 
large scale, it must have encouraged the exchange depreciation. 
Thirdly, the undertaking of relief work has helped the cement 
industry, increased the employment of labourers and also acted as 
a check on falling prices. Lastly, any money which has been lent 
to farmers to pay off their debts to private individuals or firms has 
probably tended to return to the banks as Savings Deposits, where 
it becomes available for new bond issues. 

There are thus two leading features of the present position in 
Japan. In the first place, instead of the expected sequence of 
Budget deficits, bond issues, inflation, rising prices and exchange 
depreciation, Japan started with a violent exchange depreciation 
which has been capable of keeping at bay for only a few months 
the depressing effects of the prevailing economic and political 
conditions. Secondly, the “ positive” policy is increasing the 
country’s investment in certain directions, but the exact aims of 
the policy are uncertain and its economic results cannot be 
estimated. This uncertainty has naturally discouraged other 
forms of investment and the expected inflationary rise in price- 
levels has not materialised.! 

As in most countries to-day, it is, in Japan, impossible to see 


1 The yen may thus at present appear to be greatly undervalued in terms of 
other currencies, but any signs of a big movement in the exchange are likely to 
be met by “‘ pegging ” operations by the Government Banks and the attempted 
enforcement of stricter Exchange Control legislation. 

No, 170.—voL. xXLim. T 
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ahead reasonably clearly even a few weeks, but unless the world 
depression lifts fairly rapidly, or the United States’ demand for 
raw silk quickly develops, or the political outlook becomes less 
vague, it is quite possible that the Government will be able to 
obtain internally sufficient funds for its policy for several months 
to come without raising price-levels. The increasing total of 
interest payments can also, of course, be met for a short time 
without difficulty. 

Whether the bond issues will slow down in the fiscal year 
1934-5; whether the Government’s investment will ever yield a 
direct economic return, and if so, how soon; whether the policy 
will result in China becoming a more settled or more unsettled 
market for Japan; these are, at the moment, largely political 
questions. 


Tokyo University of Commerce. N. SKENE SMITH 
April 17, 1933. 
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REVIEWS 


The Means to Prosperity. By J. M. Keynes. (Macmillan & Co. 
1933. Pp. 27. 1s.) 


La nouvelle brochure de M. Keynes a justement soulevé dans 
le monde entier, le plus vif intérét. Rien de ce qui sort de sa 
plume n’est indifférent. L’union d’une imagination constructive 
d’une rare puissance avec une clarté d’exposition lumineuse, sont 
trop exceptionnelles, pour ne pas susciter la plus sincere admira- 
tion, méme, lorsque comme nous, on ne peut adhérer au fond 
méme de ses idées. 

Le plan de M. Keynes consiste a associer deux suggestions 
souvent faites déja: (1°) la mise en train de travaux “publics 
internationaux, et (2°) une augmentation des crédits inter- 
nationaux par augmentation des réserves des banques d’émission 
au moyen de “ gold-notes.” Le but poursuivi est naturellement 
d’obtenir enfin cette hausse des prix vers laquelle tendent 
aujourd hui les efforts de tous les gouvernements en dépit d’échecs 
constamment répétés. 

Les travaux publics projetés devront étre internationaux, 
parce que des travaux purement nationaux risqueraient de 
provoquer dans les pays qui les entreprendraient des importa- 
tions croissantes de marchandises, et, par suite, de bouleverser 
leur balance des Comptes. Or, il s’agit dans la pensée de M. 
Keynes, d’associer une balance commerciale favorable & une 
augmentation du travail dans chaque pays, deux résultats qui, 
jusqwici n’ont jamais été obtenus simultanément. En méme 
temps, ces travaux exigeront une large extension de crédit, et, 
pour la provoquer, il faut commencer par accroitre les réserves 
des banques d’émission. On lobtiendra en remettant a ces 
banques des “ billets-or ’ variant avec le montant de leur en- 
caisse. Le chiffre maximum pour chaque banque ne dépassera 
pas 450 Millions de Dollars. Le maximum de l’émission totale 
s’éleverait a 5 Milliards. Ces billets-or seraient émis contre 
remise & chaque banque de titres de chaque gouvernement dont 
le remboursement or serait garanti par ceux-ci. Ces billets-or 
ne pourraient, du reste, circuler qu’entre les Trésoreries et les 
banques d’émission. Ils seraient exclusivement destinés a servir 


de couverture a l’émission par chaque banque d’un nouveau 
T2 
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montant de ses propres billets. Les billets-or ainsi garantis 
pourraient servir, non seulement a faciliter la mise en train des 
travaux publics, mais a l’acquittement des dettes internationales, 
au rétablissement de l’équilibre budgétaire, 4 l’accroissement 
des crédits commerciaux, etc., etc. Grace a eux, par conséquent, 
seraient résolus la plupart des problémes qui nous angoissent a 
Vheure actuelle: problémes de dettes inter-gouvernementales, 
de dettes privées gelées par les accords de Stillhalt, des déficits 
budgétaires, etc., etc. Bien entendu, ces émissions auraient 
pour condition, la stabilisation de chaque monnaie vis a vis de 
Vor & un taux aussi voisin que possible d’une parité définitive. 

Voila donc résolus par une méthode simple la plupart des 
problémes soumis actuellement & la Conférence Economique 
Mondiale. 

Malgré tout le talent avec lequel elle est exposée, nous ne la 
croyons pas efficace. Qui croira tout d’abord qu’une augmenta- 
tion nouvelle des encaisses des banques d’émission soit vraiment 
nécessaire en France, en Angleterre, aux Etats-Unis, en Suisse, 
en Hollande? Ces encaisses sont plus que suffisantes pour servir 
de base aux plus larges crédits . . . si seulement ces crédits 
étaient demandés! Qui pourrait d’autre part accorder au- 
jourd’hui a des billets-or garantis par les gouvernements, la 
moindre confiance, alors qu’é l’heure actuelle les clauses-or in- 
scrites dans les contrats les plus solennels n’ont, aux yeux des 
gouvernements et méme, des banques d’émission aucune efficacité 
en cas de dévaluation monétaire. La chute du dollar et les 
conséquences qu’on en tire, viennent de montrer, une fois de 
plus, la fragilité de telles clauses devant la pression d’une majorité 
de débiteurs impatients de secouer le poids de leurs dettes. Qui, 
enfin pourrait croire aprés les expériences faites pendant trois 
années consécutives aux Etats-Unis comme en Grande Bretagne, 
qu’une simple augmentation de moyens de crédit pourrait agir 
sur le développement de la crise? Les méthodes d’ “ open 
market policy ” comme reméde a la crise, ont fait une faillite 
retentissante conformément, du reste, 4 tous les précédents 
historiques. S’il est une théorie que l’expérience a définitivement 
condamnée, c’est bien celle qui croit pouvoir provoquer par 
Vaugmentation des moyens de crédit, une demande accrue des 
moyens de crédit. 

Quant aux travaux publics, sans parler des difficultés budgé- 
taires que souléve leur mise en train; il est trop évident qu’ils 
ne feront qu’enlever au marché des capitaux indispensables aux 
entreprises privées. Ce ne sont pas les capitaux qui font défaut, 
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c'est la demandes des produits a un niveau de prix correspondant 
a Vétat actuel des revenus et des forces productives. Nous assistons 
a une formidable réadaptation du niveau mondial des prix contre 
laquelle les médecins de Il’Economie sont, en réalité, quoique 
qwiils ne veuillent pas en convenir, totalement dépourvus d’action. 
Cet ajustement correspond 4 un assainissement devenu inévitable 
a la suite des plus formidables abus de crédit que le monde ait 
connus. II est trop clair que si l’on veut augmenter la demande, 
le seul moyen artificiel qui soit a notre portée, est une inflation 
agissant directement sur le pouvoir d’achat des consommateurs. I1 
faut dire clairement si c’est cette inflation-la que l’on souhaite. 
Son effet sera de diminuer la charge des dettes privées et publiques 
suivant une méthode que tous les siécles, sauf le 19éme, ont bien 
connue, et qui paraissait définitivement condamnée. Mais, si 
cette méthode est efficace pour réduire les dettes, elle n’a rien 
de commun avec un relévement des priz-or dans le monde. Ce 
relévement des prix-or, ni les particuliers, ni les gouvernements 
ne disposent d’aucun moyen pour le réaliser. Une inflation 
généralisée ne peut aboutir qu’& une diminution des prix-or, et 
non pas & une augmentation de ces prix. Rien ne sert, a notre 
avis, de dissimuler cette vérité évidente, que tous les efforts des 
gouvernements pour créer une inflation nouvelle, n’aboutiront 
qu’a transférer les charges du passé des débiteurs aux créanciers. 
Il serait plus sincére et plus franc de déclarer ouvertement que 
tel est le but poursuivi, comme viennent de le faire les Etats-Unis. 

A notre avis, ce déplacement des charges peut se faire par 
des méthodes moins dangereuses que des méthodes monétaires. 
Celles-ci aboutiront simplement 4 augmenter l’incertitude et 
Vanxiété actuelles et 4 retarder une reprise économique dont 
nous voyons heureusement dés aujourd’hui des signes précur- 
seurs, qui traduisent une fois de plus cette puissance spontanée 
de récupération qu’Adam Smith a si justement remarquée, force 
de récupération qui agit “en dépit des fausses prescriptions des 
médecins ” et qui est encore la meilleure garantie de santé du 
corps social comme du corps humain. 

La seule contribution sérieuse que la volonté humaine puisse 
apporter a cette récupération est la stabilisation, par chaque 
pays ayant des réserves-or suffisantes, de sa propre monnaie et 
la diminution générale des restrictions au commerce international. 
Si l’on ne laissait pas le monde entier en suspens par les hésitations 
que l’on manifeste au sujet le ces deux mesures, nous n’en serions 
pas au point ol nous sommes aujourd’hui. 

CHARLES Rist 
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Recovery. By Str Arruur Satter, K.C.B. (Bell. 1933. Pp. 
306. 5s.) 


Ir is now nearly a year since the appearance of the first 
edition of Sir Arthur Salter’s widely-read review of the political 
and economic scene. In that the author gave his diagnosis of 
and prescription for our major ills, repeated substantially un- 
changed in this new and cheaper edition. Indeed Sir Arthur 
comments, in a new introduction, on the fact that in only one 
important respect does his text require to be modified. The 
reparation question, of which he then offered a solution, is settled. 
For the rest, apparently, the world has been content to read and 
admire his book and to proceed unmoved along paths whose 
disastrous destination that book so eloquently portrays. 

Sir Arthur sees the economic depression mainly as the result 
of the inability of the old order of private initiative and enter- 
prise to adapt itself to the strains now imposed upon it, and as 
cruelly aggravated by a financial crisis which also is the result 
of trying to make machines do work for which they were not 
designed. In particular he describes the breakdown of the gold 
standard in a world in which debtor-creditor relations have been 
violently changed by uneconomic liabilities and in which it has 
become fashionable to sterilise gold contrary to all the old rules; 
and he advocates a good dose of reflation to give the right start 
for a currency of managed gold. He repeats the sadly familiar 
tale of the breakdown of foreign lending, illustrating from his 
own wide experience some of the ugly political bargains associated 
with foreign loans in the bad old days. He pleads for a settle- 
ment of war debts which would imitate at least two of the 
principles of the Lausanne reparation agreement, namely, a long 
moratorium and a drastic reduction of totals. In a chapter 
devoted to tariffs and commercial policy he reviews the melancholy 
course of history since the World Economic Conference of 1927, 
and gives valuable practical suggestions how the policy of individual 
states might be directed into channels more consonant with the 
liberal trade policy which, he reminds us, is unanimously applauded 
as the best course for the world as a whole by the entire body of 
expert opinion; discussing particularly the possibilities of limited 
regional agreements for freer trade and the double-edged character 
of the most-favoured-nation clause. And he looks forward to a 
more conscious planning of economic activities to be evolved 
from national and international cartels and representative 
Economic Councils with a definite official status. Finally, in the 
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last third of the book he turns from economic to political issues, 
estimating in a brilliant review of events since the treaty-making 
of Versailles what are the chances of a peaceful future for the 
world. 

Inevitably the effect of this book is to concentrate attention 
rather on the peculiar features of the present depression than on 
those which it has in common with its predecessors. Sir Arthur 
opens with a very short analysis of the course of the business 
cycle and then devotes the rest of his pages to contemporary 
history. It is possible that some economists, while endorsing 
every word of his comment and criticism of that history, will 
feel that this method of treatment may distort the true proportions 
of the case in the mind of the non-economic public. Three- 
quarters of the book is devoted to exposing the fearful effects 
produced by applying the wrong remedies to a patient who is 
mortally ill. It does not follow, of course, that if we discard 
these remedies the patient will quickly recover or that if we had not 
applied them he would never have been ill; but some of Sir Arthur’s 
readers will probably jump to this conclusion. They may run 
away with the idea that if it had not been for restrictions on 
international trade, and for war debts and reparations, we should 
all be swimming merrily in a rising tide of prosperity ; and this, 
at least on one reading of the structure of our economic system, 
is gravely misleading. 

It should be added that the book bears on every page the im- 
press of a mind whose essential humanity and breadth of outlook 
have been enriched and not, as so often, contracted by many years 
of official experience. Its genuinely international quality is, for 
example, admirably illustrated by the author’s sympathetic 
presentation of the divergent attitudes of mind inspiring con- 
temporary British, French and German policy on disarmament or 
in the days of Locarno. Indeed of the whole it may be said 
shortly that the book has two outstanding merits. The author 


can feel; and he can write. 
BARBARA WOOTTON 


The Functions of Money. By Lronarp Atston. (Macmillan 
& Co. 1932. Pp. viii + 139. 5s. net.) 


THESE three chapters, ‘‘ English Monetary Habits,’’ a descrip- 
tion of banking in England, “The Changing Value of Money,” a 
dissertation on the causes and effects of movements of prices and 
proposals for controlling them, and “ Money, Capital and Human 
Activities,’ an examination of the connection between money and 
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economic progress, must have made interesting lectures, if that 
was their origin, as the description of the author on the title-page 
as “ University Lecturer” at Cambridge suggests. Instructive 
too, provided the audience were sufficiently sceptical not to 
accept everything without question; and they would not have 
the usual excuse for not questioning, ‘‘ We could not understand 
much of it, so no doubt it was all right,”’ for Mr. Alston does not 
wrap truisms up in equations, and possesses the quality of intelligi- 
bility which seems to be dying out in economic expositions. 

He raised high hopes in my mind by saying in his Preface that 
with regard to the monetary theory of the moment he felt inclined 
to call out, like the childin Hans Andersen, ‘‘ But the King has 
nothing on.”” These hopes were, however, soon dashed to the 
ground. He is really a most faithful follower of the reigning 
school. With it he allows himself to be confused by the different 
meanings of “ saving.” He can only think of three ways in which 
Crusoe can accumulate, and all three involve either consuming 
less or working harder than before, and his application of this 
to the “ emergence of a nation’s capital ”’ (p. 114) assumes that 
either “ extra ” toil or abstinence from “‘ customary ” consump- 
tion is required. In fact, of course, just as an individual in our 
society begins to save or ‘‘ put by ” because his earnings or other 
items of income have risen without any increased exertions on his 
part or any reduction of his consumption, so both Crusoe and 
societies begin to accumulate because their productive power 
and their output have risen, and not because they have given extra 
toil or diminished their customary consumption—more probably 
they will have concurrently reduced their toil and increased their 
consumption, though they will not have increased it as fast as 
their production. Want of recognition of the fact that the 
“ abstinence from consumption ” which is said to be requisite for 
accumulation is not reduction of customary consumption, but 
merely abstention from consuming the whole of income, leads 
Mr. Alston into undue complacency with the persons who want 
a perpetual “favourable balance of trade” alias a perpetual 
export of capital without any return. Seeing that the exporta- 
tion has involved no reduction of consumption and thinking it 
has involved only a loss of leisure, Mr. Alston regards the loss as 
trivial. But of course more leisure is not the only alternative 
to exportation of capital; the labour and machinery employed 
in producing the exports might have been employed either in 
producing more goods and services for home consumption or in 
producing new equipment situated at home instead of abroad. 
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If we had not paid so much for the construction of railways in 
Russia and lost it all, we could have fed or educated ourselves 
better or built better houses or constructed the Severn barrage. 
Moreover, Mr. Alston has not the least desire to explode the 
reigning theory that the Big Five and “ some fifteen minor banks ” 
have “ created out of nothing ’’ a vast mass of some substance 
which they call “‘ bank money.” He only wants to quarrel with 
the reigning theorists because he sees that they sometimes at any 
rate admit that the banks have been entrusted with something 
or other by the world outside them. He belabours Mr. Robertson 
and even Mr. Keynes (pp. 17-18) for seeming to countenance the 
very common belief of those who have credit balances at banks, 
that they are for the time allowing the bank to dispose of 
“ resources” or “ savings”’ which they might have dealt with 
otherwise. Why he thinks this belief unfounded it is difficult to 
discover. He asks whether “in using ’’ bank-notes we “ can be 
said to be placing resources at the disposal of the Bank,” and 
assumes that the answer will be in the negative, whereas the 
proper answer obviously is that whoever gave the Bank gold, 
or property in Threadneedle Street, or securities, in exchange for 
the notes, ‘‘ placed resources at its disposal,” and the holders of 
the notes have since voluntarily refrained or been restrained by 
Act of Parliament from presenting the notes and withdrawing the 
resources. The only other semblance of an argument produced 
is the statement that “a simultaneous demand from all holders 
of current accounts that they should be given in visible bearer 
money one-fifth of what is due to them would bring every bank 
down with a crash.” But what of that? The fact that the 
resources are not in a form which will at once meet a demand 
which really occurs does not show that they have not been placed 
at the disposal of the banks. I remember that about 1904 I 
broke one of the biggest of the fifteen minor banks by presenting 
a cheque for £5 and asking for sovereigns. The resources of the 
bank were temporarily unavailable, because the clerk in charge 
of the sub-office had forgotten to bring the usual parcel of gold 
from the office nine miles away, but the bank had received the 
resources all right. Still less does a bank’s inability to meet at 
once a demand which does not in fact occur show that it has not 
had resources equal in amount placed at its disposal. A footnote 
to the passage (p. 18) asks if the doctrine of resources is equally 
true “of a perfectly counterfeited set of currency notes,” and 
assumes a negative answer; but of course the answer is in the 
affirmative. The forger who issues the notes gets resources in 
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exchange for them, though he fraudulently shifts any obligations 
undertaken by the notes on to the shoulders of the bank by 
which they purport to be issued. 

To anyone who believes that the banks do not get resources 
from their customers it must seem very odd that they should 
ever pay any interest on the money which has (not?) been put 
at their disposal by those customers. It is not surprising, there- 
fore, to find Mr. Alston taking an attitude of violent hostility to 
the payment of interest by the twenty banks, or rather to the 
payment of what is known as “ deposit interest ” in London and 
places following the London practice, for he says nothing about 
the interest on current accounts paid even in a large part of the 
area served by the twenty banks. To the ordinary mind not 
obsessed with belief in the creative powers of banks the deposit- 
interest system seems a reasonable arrangement by which cus- 
tomers are induced to leave with the banks sums which they 
happen not to require till a few weeks or months have elapsed, 
and which are in excess of what they and the banks agree to be 
sufficient for their current accounts. But Mr. Alston regards it 
as an arrangement by which the customer exacts “a sort of 
blackmail fee’ from the bank. The “ blackmailer” actually 
has the temerity to say, “ If you don’t pay me some interest, I’ll 
not let you have the use of my money.” The payment is “ to 
the detriment of the community because the 20 millions or so ” 
annually paid compels the banks to charge more for loans, and 
holds up the rate at which the Government can borrow. 

Oddly enough this attack is on p. 23, opposite a page on which 
Savings Bank customers appear to demand interest on their 400 
millions without any moral stain on their characters, and without 
in the least raising the rate at which Government can borrow. 
Apparently the Savings Bank depositors do put “ resources ” at 
the disposal of the Post Office and Trustee Savings Banks, and 
these resources are then passed on by the Savings Banks to the 
Government, and 400 millions of the National Debt is thus really 
owing to the customers of those banks through the mediation of 
the banks. But if these same customers were attracted by the 
invitations to small depositors displayed in many of the windows 
of the branches of the twenty banks, and withdrew the whole or 
any part of the 400 millions from the Savings Banks and put the 
sum into the twenty banks, which would take over the Govern- 
ment securities so far held by the Savings Banks and pay interest 
to their new customers, then Mr. Alston would regard these 
formerly respectable savings-bank depositors as having become 
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transformed into blackmailers, whose blackmail would be paid by 
an addition to the rate of interest paid by private and public 
borrowers ! 

The climax is reached when Mr. Alston decides that ‘‘ there is, 
of course, no social justification ” for deposit interest ‘‘ any more 
than there would be for our claiming interest from the Issue 
Department and the Mint for notes and coin that we guaranteed 
to keep locked up in our money-boxes.” He evidently overlooks 
the fact that any bank of issue not tied up by legal requirements 
of metallic cover and any mint issuing token coins of low intrinsic 
value would find it very good business to pay a small rate of 
interest to people who could be trusted to lock up or destroy 
their issues. 

The apparent contradiction between the doctrine that cus- 
tomers’ credit balances are not resources placed at the disposal 
of the banks and the doctrine that these same customers “ black- 
mail” the banks by threatening to withdraw them can perhaps 
be explained by the fact that Mr. Alston regards the threat as 
mere bluff foolishly swallowed by the banks. In this he is merely 
working out the natural conclusion of the reigning school’s belief 
that banks—the banks that are banks—“ create deposits.” If 
the transfer of 400 millions from the Savings Banks to the twenty 
banks would be a creation of 400 millions of deposits by the 
twenty banks without any volition on the part of the persons 
who own the 400 millions, it is impossible to see why the banks 
should be the least alarmed by the suggestion that if they paid 
no interest, their customers would take good care to let them have 
much less “‘ resources,”’ alias money to lend out and invest. If 
banks can “ decide,”’ as the reigning school often say, “to increase 
deposits,” they can surely decide that deposits shall not diminish ; 
they need have no fear of their customers either lending or invest- 
ing direct or resorting to any of the numerous agencies other than 
banks which are intermediary between lenders and borrowers. 

As a final example of Mr. Alston’s inability to see the real 
character of his King’s garments we may take his very mild 
attack on the account of the relation between result of saving up 
money in banks given in Mr. Robertson’s Money (pp. 94-5). 
Relying on the premiss that “nobody, broadly speaking, except 
shopkeepers, railway booking clerks and similar repositories of 
petty cash can put anything into the banking system which was 
not there already,” so that there will be no increase of aggregate 
deposits giving the banks more money to lend or invest, Mr. 
Robertson argues that in the absence of high policy on the part of 
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the banks, “the daily stream of money coming on to the markets ” 
will be reduced, and this will cause a fall of prices, which will 
enable the non-abstentionist part of the community to buy with 
its money-income all that it used to buy, and also what the 
abstentionist part now refrains from buying (both for consumption 
and investment); and so, he concludes, “the intended thrift has 
all gone to waste and failed to benefit trade and industry in any 
way.” Mr. Alston’s only objection to this is that it does not show 
that any harm has been done, since the non-abstentionists have 
gained all that the abstentionists have lost. It does not occur to 
him to question the premiss on which the whole is built. No 
doubt he sees that if Mr. Robertson gave orders that half his 
income was to be paid to Mr. Alston on loan till further notice, 
Mr. Alston paying him only a small “ blackmail fee called deposit 
interest,” Mr. Alston would have more money to lend or invest, 
and that this would be true even if there were twenty Mr. Alstons 
and five million Mr. Robertsons, and the Alstons held themselves 
out as ready to accept all that the Robertsons liked to lend them. 
But he accepts cheerfully the doctrine of the reigning school, that 
if the Alstons call themselves bankers, and the Robertsons call 
themselves depositors, this will no longer be true. He agrees 
that bankers are not, as was once supposed, a class of persons who 
hold themselves out as ready to borrow all that is offered them, 
in the expectation that they will be able to lend or invest most 
of it at a profit on the whole, and who are naturally prone to lend 
and invest more when more is brought to them. Instead of that, 
they are the one class to whom the rest of the community 
cannot, however much it wishes, lend anything more than they 
have “already.” And a fortiori, I suppose, if nobody can lend 
them anything more than they have, nobody can transfer income 
or capital to them by way of gift or bequest (supposing anyone 
wanted to, which is unlikely, but worth considering as a theoretical 
possibility). “‘ Curiouser and curiouser,”’ the inhibition on the 
public’s power to lend and give is supposed to be imposed some- 
how by the introduction of those written orders to pay which are 
called cheques, since the use of such orders appears to be the 
criterion which distinguishes the banks which are banks from 
the savings banks and other banks which are only so-called. At 
present, when the savings banks use a cumbrous system of deposit 
books and warrants, the inhibition does not apply to them, but if 
they managed to introduce a cheque system no one except 
repositories of petty cash could put more into them than is 
there already ! EDWIN CANNAN 
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The National Income, 1924-31. By Coury CuarK, M.A. (London: 
Macmillan & Co. 1932. 8vo. Pp. x + 167. 8s. 6d.) 


In an article contributed to the Economic JouRNAL in 1931, 
the author of this further study of British statistics gave the 
readers of the JouRNAL a sample of his quality. The more 
detailed work now published is a particularly welcome indication 
of the existence of a body of real students eager to utilise the 
increasing quantity of information that is gradually becoming 
available regarding our national affairs, work, wages, output of 
industry, etc., etc. The present writer has wished, when reading 
the book, that it had been given a more generous allowance of 
space—and of time for bringing together information available 
to-day and the lack of which has hampered the author. His work 
is particularly welcome as a contribution to the interpretation of 
the data of the Censuses of Production, as it is clearly desirable 
that this should not be left to the official publications in which 
the data appear. 

Mr. Clark has shown us how these data can be used to prepare 
a series of surveys of vital importance to those engaged in public 
affairs. He presents us with figures prepared to represent the 
aggregate productive output of the country year by year, its 
composition according to major industrial groups and according to 
the purposes to which it is applied. His concluding chapter 
presents a series of calculations aimed at the determination of the 
year-by-year variation of certain quantities needed to give reality 
to some of Mr. J. M. Keynes’ monetary formule. 

All this is of very great interest, and in many ways remarkably 
stimulating, particularly in indicating the uses that might be 
made of the classes of information dealt with, if it were available 
promptly, and on a fully representative basis. To illustrate, the 
existing indices of production compiled in this country are used, 
and quite properly so in the absence of the ideal data, as if they 
had attained the representative character and precision of calcula- 
tion doubtless desired by their compilers. In actual fact, a fuller 
co-operation of industrial and commercial organisations is needed 
before we can feel a high degree of confidence that the relations 
deduced are fully demonstrated. If the importance of full and 
complete trustworthiness in these indicators of industrial move- 
ments should, as a result of Mr. Clark’s work, be more fully 
realised, and the bases of the calculations be broadened, by greater 
willingness of those controlling the information to produce it, the 
service rendered in the preparation of this book would be of much 
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greater moment than the conclusions suggested by the collation 
of the existing partial information. 

Mr. Clark, as those who have encountered him will be aware, 
does not hesitate to challenge the results reached by other students 
in the field with which he is concerned. He presents for 1924 an 
aggregate number of wage-earners at work smaller by about a 
million than the number resulting from the studies of Sir Josiah 
Stamp and Dr. Bowley, and proposes an aggregate wage payment 
in that year some £200,000,000 smaller than the figure which they 
estimated. The manner in which the material is presented by Mr. 
Clark renders it not quite easy to be confident whether the inter- 
pretation of the words ‘‘ wage-earner ”’ and “ wages ”’ may not be 
at the bottom of the dispute, or at least a main element in it. 
There is no doubt that the numbers of workpeople insured against 
unemployment in various industries, as published by the Ministry 
of Labour, can be reconciled with relevant Census of Production 
data on the hypothesis that part of the clerical staff, separated in 
the Census of Production Reports from the “ operative staff,” is 
covered by the total of insured persons in the trade. The dis- 
cussion in the book before us appears to treat all clerical and 
technical staff, as well as the administrative staff, as “ salaried.” 

As a result, in the main if not entirely, of the divergence 
regarding the aggregate of wages, Mr. Clark reaches a total 
national income for 1924 roughly £300,000,000 smaller than that 
resulting from the Stamp—Bowley calculations. His total is thus 
10 per cent. smaller than that reached by the present writer. It 
does not appear worth while taking up space in this review by 
discussing whether the available data are readily capable of an 
interpretation yielding this modest degree of divergence. It may 
not be inappropriate to note that, while Mr. Clark reaches an 
estimated net output of industry for the year 1930 greater than 
that of 1924 by somewhat under 2 per cent., the results of the 
actual survey for 1930, available at the time of writing, though 
only partially so when Mr. Clark was desirous of using them, 
indicate an aggregate net output for 1930 smaller than that of 
1924 by roughly 3 per cent. 

Mr. Clark complains of certain shortcomings of official statistics, 
which have been explained at such places as the Royal Statistical 
Society meetings, and, as he is not alone in his dissatisfaction, a 
word regarding them may not be wholly superfluous. One of 
them is the date of issue of some of the results of the 1924 Census. 
It is clear from various figures in the book that its author was able 
to make use of data appearing in the last of the 1924 volumes to 
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be issued (cf. for example p. 92), but that is not the answer to his 
complaint. He, and other complainants, cannot fail to be aware 
that the importance of “ economy ”’ in departmental expenditure 
has interfered with the programme of work that would otherwise 
have been done. 

An Appendix, the last of six, is devoted to emphasising the 
divergences between industrial.classifications used in the publica- 
tions of different departments. It would have been easy, in 
Cambridge, to learn the essential reasons for such divergences if 
public statements elsewhere had been overlooked. The character 
of the documents which serve as the material to be classified in 
the different offices concerned renders it impossible to ensure any 
close and detailed comparability of the classifications of the 
industrial groups with which a mass of workers are associated. 
The purposes of the Population Census, of the Inspection of 
Factories and Workshops, of Unemployment Insurance, of the 
Grouping of Income Assessments and of the Census of Production 
dictate the kind of information called for in each case, and those 
who fill up the various forms would aimost certainly express dis- 
content with additional questions aimed at rendering parallel 
classifications feasible. The officials of the departments concerned 
have not spared themselves in their efforts to reduce to a minimum 
the unavoidable divergences. 

That some errors, or misprints, should occur in a book of this 
type need not be matter of surprise. Those on pp. 124-25, in 
which the weighting of indices of price movement for consumption 
goods and for output as a whole are concerned, leave it doubtful 
whether the last of these figures on p. 124 or some of the fourteen 
others has suffered, and what relation the first line of p. 125 bears 
to the last of the preceding page and the last of the same page. 
Such oversights probably have no importance in determining such 
a utility of the calculations presented as has been suggested above. 

A. W. FLux 


Purchasing Power and Trade Depression: a critique of under- 
consumption theories. By KE. F. M. Dursiy. (London: 
Jonathan Cape. Pp. 198. 6s.) 


Mr. Dursin’s main object in this book is to review critically 
the various forms of the theory that the troubles of industry are 
due to an insufficiency of the incomes of consumers to purchase 
its products; but he is also naturally enough led on to comment 
on weightier constructions—those of Dr. Hayek and Mr. Keynes 
—and to outline a tentative and eclectic trade cycle theory of his 
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own. On the critical side his main conclusion is that the “ under- 
consumptionists ” err through ignoring the efficiency of saving in 
reducing the costs of production, which brings it about that a 
constant rate of saving can be maintained without causing malaise ; 
but he concedes to them that an increase in the rate of saving will 
be liable to lead to difficulty, since the consequent fall in profits 
in the consumption trades will, in accordance with the principle 
of derived demand, damp down the increased demand for capital 
goods which might otherwise be expected to arise as a result of 
the increased saving. For various reasons this depressing influence 
will be likely to outweigh and outstrip the stimulating influence of 
the fall in the rate of interest, and thus to produce an “ excess of 
savings over investment ” and a condition of general depression. 

The purely destructive part of this analysis is of uneven value. 
Mr. Durbin deals effectively enough with the crudities of Lt.-Col. 
Powell and Major Douglas, but the elaborate sophistries of Messrs. 
Foster and Catchings require to be analysed at greater length if 
they are to be made intelligible at all, while the treatment of Mr. 
Hobson’s position is extremely perfunctory. The positive thesis 
of the innocuousness of a constant rate of saving is, within its 
own limits, cogently and ingeniously built up, though here (as 
also in the later chapters of the book) I feel myself that Mr. 
Durbin’s argument gives insufficient attention to the technical 
obstacles which the use of large, discontinuous and durable instru- 
ments of production and transport places in the way of industry’s 
power to make steady use even of a steady rate of saving. The 
demonstration of the possible damage caused by an increase in 
the rate of saving is also, in my judgment, sound: as is Mr. 
Durbin’s instinct in rejecting the temptation to explain the occur- 
rence of “ the crisis ’” along these lines, though the reasons which 
he gives for doing so (p. 100) do not seem to accord with his own 
figures given three pages earlier. 

Mr. Durbin’s own trade cycle theory is a peculiar compound 
of those of Dr. Hayek, Mr. Keynes and Mr. Hawtrey, with some 
added features. The initial cause of trouble, he holds, is the 
attempt, in the interest of “ price-stabilisation,” to prevent saving 
from producing its natural effect of a fall of prices: the “ crisis ”’ 
itself is a purely monetary phenomenon: while the obstinacy of 
depression is largely due to the fact that the industiies producing 
capital goods have become so swollen as the result of successive 
inflations that they are more or less insensitive to such increases 
in the derived demand for their products as can be brought about 
by engineered increases in consumers’ incomes. There seems to 








OO RD mete Sw 


ee 


ra rh VW Rh 





1933] BENHAM: BRITISH MONETARY POLICY 283 


me much force in this last contention, though it is not easy to 
reconcile with the view previously expressed (p. 150), that this 
same over-development of the capital-making industries renders 
it peculiarly easy for inflationary conditions to develop. Indeed 
it is never very clear whether Mr. Durbin’s objection to measures 
designed to increase consumers’ purchasing power in time of 
depression is that they are ineffective (p. 162), or that they are 
pernicious in themselves (p. 168), or that while theoretically sound 
they are likely in practice to be carried on too long (p. 171). Mr. 
Durbin’s own preference is for allowing the excess capacity in the 
capital-making industries slowly and painfully to disappear, and 
taking great care never to recreate it. For some weighting of 
the scales in favour of Stability and against Progress there is, I 
think, as a policy for the future, much to be said, though it would 
be hard to prove that it would have been unequivocally beneficial 
in the past. 

This is an engaging book—fresh, modest, independent and 
stimulating—and not much fuller of inconsistencies than most 
writings on the same theme! There is rather a large allowance 
of misprints, some of which are peculiarly damaging to the sense 
—‘‘ produce ” for “ purchase” (p. 26, 1. 11), “ changed ” for 
“charged ” (p. 40, 1. 14), “or” for “as” (p. 76, note, 1. 6), a 
redundant “not” (p. 91, 1. 1), “to” for “from ”’ (p. 132, note, 
1. 3). This subject is difficult enough in all conscience without 


such extra hurdles ! 
D. H. RoBertson 


British Monetary Policy. By FREpDERIC BenuHAM, B.Sc.(Econ.), 
Ph.D. (P.S. King. Pp. 116. 5s.) 


Dr. BENHAM wrote this book at the request of Prof. Palyi to 
explain how Great Britain came to suspend gold payments, the 
consequences of this action, and possible future policy. The 
abandonment of “a tradition of over two hundred years ” was 
due to a refusal to “‘ face the facts,” with the result that the world 
depression has been “ prolonged and deepened,” and the remedy 
“in short ” is again to “face the facts ”’—by making a speedy 
return to gold. For Dr. Benham still dwells in that ‘‘ imaginary 
academic world ” of conservative bankers and City editors where 
necessary adjustments follow “ automatically ” from a “ sound ”’ 
policy on the part of the Bank of England. As he wrote in 1931, 
advising us to Go Back to Gold : 


“* T have learnt to love the way a flexible economic system 


responds to changed conditions. I resent all attempts to 
No. 170.—vouL. XLII. U 
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hamper and distort the smooth working of this system . . . 
because I should like to see the real world correspond more 
closely to this beautifully-working imaginary world, without 
‘economic frictions.’ ” 


Unfortunately, Dr. Benham’s conception of the duty of the 
actual economic system rests upon an illusion that the recent fall 
in prices should have been a “ natural ”’ one, due to “ technical 
progress,” and that our failure to adjust sheltered prices and costs 
to the fall was therefore the real cause of disequilibrium. 
But though it is true that ‘“ the natural adaptation to technical 
progress is to allow the prices of goods produced more cheaply to 
fall ’—relatively to others, this does not mean that all prices can 
fall to everybody’s benefit. For our total net product is equi- 
valent to our total income; if the one be “ allowed to fall ” the 
other is diminished also, and this reducing process will continue— 
so long as it is regarded complacently. Such a decline as occurred 
after 1924 does not mean that costs of primary products were 
falling relatively to those of finished goods—if this were so the 
primary producers would not mostly be bankrupt—but that the 
amount of money available relative to the increasing supplies 
of commodities was diminishing, and the most sensitive prices 
were therefore forced down. ‘Thus if the fall in prices was not 
“natural”? but merely due to an artificial relation between the 
supply of free gold and other commodities, or to the notions of 
certain bankers that prices ought to be continually falling, then 
our failure to adjust was not obstructionist but realistic, in that 
it aggravated the trouble and drew attention to a pernicious and 
intolerable pressure. 

Dr. Benham hopes that he takes a detached view; there seems 
to him— 


“no reason why the rentier should not share in the benefits 
of increased production, since after all these are partly due 
to the savings he provides... .” Yet—‘the ethical 
grounds for making the rentier share in the sacrifices demanded 
by the slump are doubtful . . . he was not compensated for 
the war-time inflations, and if the United States had not 
inflated, prices would have been falling and his real income 
rising during the last decade.” 


It is interesting to learn that Dr. Benham considers a fixed 
yield should really mean one which allows the bondholder to 
participate in any increase of profits. But the natural tendency 
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is for the value of services to increase as technical costs fall, so 
that the proceeds of technical advance are shared among the 
factors of production concerned, instead of giving uncovenanted 
benefits to creditors and increasing the burden of debt. Why 
should the rentier class escape the consequences of violent catas- 
trophes to which all others are subject? And would our real 
income really have been increasing if prices had been falling 
steadily throughout the last decade, instead of slowly until 1929 
and violently afterwards? The answer to all who think like 
Dr. Benham is that if prices are “ allowed to fall,” the desirable 
increase in production does not materialise. Carl Snyder’s figures 
for production in the United States during the forty years before 
the War show that for the first half of this period (1877-96), with 
prices falling, production per head actually fell by 16 per cent., 
whereas for the second half (1896-1915), with prices rising, it 
rose by 50 percent. It is true that “ an inflationary boom cannot 
continue indefinitely,” though the argument (p. 73) as to why a 
break occurs is not at all convincing, but Dr. Benham makes no 
distinction between a sudden boom and a slow upward recovery 
in prices, though the latter gives none of those “ large and certain 
gains to speculators ” which he so deplores. 

The only reason offered for supposing that our action in giving 
up gold has intensified the depression is that had we “ faced the 
facts,” and raised bank rate to 10 per cent., “ prices might have 
remained stable or risen”! Dr. Benham’s sense of realities is 
sufficiently displayed in his emphasis on the seven “ possible 
dangers of inflation,” of which the last—that it might prevent 
‘‘ further desirable wage reductions and liquidations ”’—is the most 
astonishing. For the real danger is precisely this “ alternative ”’ 
he recommends so enthusiastically—‘ facing the facts ”—+.e. 
accepting a preposterous fall in prices as “ natural,” and sub- 
mitting to a reduction of incomes at a time when there is every 
reason except human stupidity that they should be increased. 
Let us “ liquidate and have done with it,” says Dr. Benham, that 
is, let us present people whose assets are liquid with immensely 
enhanced claims on the product of industry! <A pleasant prospect 
for the rest of us. 

As is usual with Dr. Benham’s work, his case is carefully 
constructed and clearly argued. Of the twelve chapters, that on 
the Balance of Trade, in which he distinguishes the various uses 
of this unsatisfactory term, should be helpful to students. 

-GEOFFREY BIDDULPH 
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Economics of a Changing World. By H. V. Hopson; with a 
preface by Smr ARTHUR SatTzeR. (Faber and Faber. 1933. 
Pp. 287. 7s. 6d.) 

Mr. Hopson’s main contention is that to-day either the world 
needs less interference, or it needs more interference, in economic 
affairs: either we must have a return to nineteenth-century 
freedom, or else a measure of centralised economic planning. 
But his book is much more than a plea for the renunciation of 
ineffective compromises. It is at once an unusually interesting 
review of current economic theory, and an unusually clear account 
of recent economic history. He may justly claim, too, that “ it 
presupposes little or no previous knowledge.” Nevertheless, his 
book is perhaps likely to appeal more to those with some economic 
training than to the man in the street. True, the analysis is all 
there. The man in the street has all he needs to solve the mystery ; 
but he will sometimes find Mr. Hodson easier to read than to 
understand. Indeed, at one or two points even his fellow- 
economists may find him a trifle hard to follow. 

In particular, in Chapter V, which otherwise forms an admir- 
able introduction to modern monetary theory, Mr. Hodson seems 
to me nowhere to explain with sufficient clearness (at any rate for 
the non-academic reader) the nature of the connection which 
exists between movements in the price level on the one hand, and 
the relation between the rate of saving and the rate of investment 
on the other. It is clear, however, that his general position is 
very close to that of Mr. Keynes. He is careful not to claim any 
great significance for the symbolic analysis of pp. 116-18: indeed 
all he has done is to differentiate Mr. Keynes’ second fundamental 
equation, and the result which he obtains seems to me to confirm 
his earlier opinion (pp. 96-7), that mere differentiation with 
respect to time does not get one very far. The fundamental 
equations are truisms, no more and no less than the old quantity 
equation, and their differentiation cannot make them otherwise. 
(Incidentally a printer’s error has crept into the second funda- 
mental equation on p. 119: the sign before the second term on the 
right-hand side should be a plus, and not a minus.) 

In Chapter VIII Mr. Hodson passes from theory to policy. 
As regards the practical problem of stability, his conclusions are 
sensibly tentative; but from the theoretical point of view, 
stability must surely mean equality between the rate of saving 
and the rate of investment. Now Mr. Hodson rightly remarks 
(p. 223) that, if productivity is increasing, the preservation of this 
equality will demand a fall in the price level. It is all the more 
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curious, therefore, that two pages later on he should define 
stability in terms of the constancy of some price index—and justify 
this definition as a means of ensuring stable business conditions. 
In a stationary economy one can see the point of this. But if 
Mr. Hodson’s “changing world” means anything, it means 
increasing productivity. And with increasing productivity a 
stable price level can only become inflationary. 

There is one other small point where Mr. Hodson is hard to 
follow. That an income tax levied on profits does not, in fact, 
have much effect upon the cost of production, most economists 
would agree. But Mr. Hodson does not seem to me to give the 
right reason for this conclusion. He argues (p. 251) that where 
marginal cost exceeds average cost, a tax on profits which owe 
their existence to this excess cannot affect supply price : for such 
profits are in the nature of a rent. But if we do not confine 
ourselves to enterprise with special advantages, it is evident that 
profits may be a payment necessary to elicit its supply; the 
problem therefore turns upon the elasticity of this supply. But 
Mr. Robertson has already discussed this matter (JOURNAL, 
XXXVII. pp. 566-81, Dec. 1927). 

Mr. Hodson has written a stimulating book. To choose only 
a few examples, his remarks on tariffs (Chapter III), on over- 
production (Chapter V), on consumers’ credit (Chapter VI), and 
on other forms of negative saving (Chapter VII) could scarcely 
have been better put. Among other topics he deals with the 
current state of cyclical theory, the world economic crisis, and the 
philosophy of public finance : while in his last chapter he touches 
on the problem of population and the present position of Mal- 
thusianism. Perhaps the most striking passage in the book is 
that which occurs at the end of Chapter VI, where he discusses the 
various kinds of unemployment, and the possibility of having a 
number of different ‘“‘ levels of equilibrium.” It is difficult to see 
how the policy of the trade unions can prevent the preservation 
of equality between savings and investment by a determined 
monetary authority; but if rates of money wages are inelastic, 
the price of this equality may turn out to be continued unemploy- 
ment. Even if we do succeed in curing the trade cycle—and on 
this point Mr. Hodson preserves a wise scepticism—we may still 
have to cope with a problem of long-period unemployment. 
Here if anywhere lies the real dilemma of the present system. 

HAROLD BARGER 
University College, 
London. 
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Kapitalbildung und Kapitalaufzehrung im Konjunkturverlauf. 
By Ericu Scnirr. (Vienna. 1933. Pp. 234. 12m.) 


Tus study of “ Capital formation and capital consumption 
in the course of the business cycle’ comes from the Austrian 
Institut fiir Konjunkturforschung, and for this reason will be 
welcomed by all who are endeavouring to understand and evaluate 
the Viennese contribution to the existing perplexity as to the 
explanation of the business cycle. The author is concerned to 
demonstrate how dislocation arises through discrepancies between 
the formation of money capital, and additions to and the main- 
tenance of existing real capital equipment. 

Following Répke, four sources of capital formation are dis- 
tinguished: voluntary saving by individuals, self-financing out 
of a firm’s profits, taxation or similar compulsory levies, and 
“monetary capital formation ’’ by the expansion of bank credit 
in excess of voluntary savings. Dr. Schiff has estimated the 
proportion from each source in Germany for the years 1925 and 
1927 (pp. 23-27). While he concedes the possibility of “ real 
investment ” taking place without a corresponding formation of 
money capital in the ordinary capital market (e.g. investment of 
taxes), the author is more interested in the mechanism by which 
variations in the formation of money capital do not produce 
corresponding changes in real investment. This may occur (a) 
through changes in the velocity of circulation of money, or (5) 
through savings being turned over to “ financing consumption,” 
and the latter may happen in three ways: (1) the repayment of 
borrowed capital, (2) the financing of entrepreneurs’ losses, and 
(3) consumers’ credit. 

Apart from this, capital, though actually invested, may be 
lost through errors in investment. These include investments 
which, as it turns out, presuppose the continuation of voluntary 
savings at a higher level than is, in fact, attained. Here, according 
to the author, is the explanation of the “apparent paradox of 
capital scarcity in the face of surplus capacity ” of existing capital 
goods. The scarcity of capital is not a scarcity of instrumental 
goods; it is consumable goods which are scarce relatively to the 
quantity required to set free the original means of production to 
carry through investments begun during the boom. The inade- 
quacy of voluntary savings, according to this theory, means so 
strong a demand for consumers’ goods that resources cannot be 
attracted away into investment except at a price above the price 
which would be necessary if savings were greater. The expansion 
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of consumption, before the investments are completed and bear 
fruit, can only come through a diminution in investment. The 
entrepreneur sees this situation as one of scarcity of money 
capital, but this is a symptom of the strength of the demand for 
consumers’ goods. The turning-point in the cycle comes when 
this demand is satisfied ; 1.e. when the entrepreneur in the capital- 
producing industries is forced, by the scarcity of capital, to reduce 
his output of investments. But the resources he sets free are not 
all employed by the consumption industries—a large proportion 
remains unemployed, and this is the beginning of the slump. 

Such a theory sounds nonsensical until one has grasped the 
idea of investment and consumption being alternatives, for other- 
wise there is no conflict between the two. To the reviewer it 
seems that the Viennese analysis is relevant to a state of full 
employment; and that once this is reached, investment must be 
financed out of voluntary savings if a recession is to be avoided. 
But with unemployed resources available for either investment 
or consumption, it should be possible for both to advance together. 
Only if the unemployed resources are of so specialised a nature 
that they cannot be absorbed into investment need resources be 
set free from other industries. And if, as Dr. Schiff maintains, 
savings are needed to avoid a scarcity of capital at the peak of 
the boom, it does not seem altogether consistent to regard savings 
as the one thing needful in the slump, when interest has fallen and 
the scarcity of capital is no longer evident. 

But Dr. Schiff adopts the position which is coming to be 
regarded as typical of the Viennese writers, namely, that the 
outstanding feature of a depression is the consumption of capital. 
There is only one way to avoid the worst excesses of a slump, 
namely, ‘‘ determined, voluntary reduction of consumption,” and 
for this reason wage reductions are a necessary measure. But 
it is not clear in what sense wage reductions are a voluntary 
reduction of consumption. The width of the gulf between this 
theory and those of Mr. Keynes is shown by Dr. Schiff’s observa- 
tion that a wage reduction may be negatived if it leads to a corre- 
sponding decline in savings. Unless wages fall by more than 
savings, it is “‘ road free for the cleansing crisis.” 

The author states very clearly the objection to the view that 
a “cleansing crisis” is wholly beneficial, namely, that the firms 
which are driven to the wall are not necessarily those with the 
least technical efficiency and capacity to earn profits, but often 
those whose financial structure hinders liquidity at short notice. 
Then follow some estimates for various industries of variations in 
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long and short term indebtedness, and in fixed and working capital, 
leading to the observation of a “ predominantly strong increase 
in long-term investment in the boom; in the down-swing first a 
continuation of this growth, sometimes even in an increasing 
percentage, while the circulating capital already sinks strongly ; 
in the case of long-term indebtedness either an accompanying 
decline or a relatively small increase is observable, and a most 
vigorous fall in the case of short-term indebtedness ” (cf. p. 170 ff.). 
There is obviously scope for an extension of such studies. One 
feels, however, that having noticed this problem, Dr. Schiff passes 
it by rather too easily, suggesting that after all the cleansing 
crisis does eliminate the less economic firms, even though they be 
not the least profitable. This section is the least convincing in 
the book. 

There was certainly room for Dr. Schiff’s essay, and it is to 
be expected that it will provoke closer study of this aspect of 
business-cycle theory, regarding which the literature, in English 
at least, has long been recognised to be inadequate. 


E. RonaLtp WALKER 
St. John’s Coliege, 


Cambridge. 


Gold Glut and Government. By P. J. M. LaRranaca. (London: 
George Allen and Unwin, Ltd. 1932. Pp. 187.) 


THESE essays are an attempt to end the “ conspiracy to keep 
people ignorant in matters of sound economics ”’ and “ to popular- 
ise certain notions’ by writing “in plain pedestrian phrases.” 
The author approves of J. M. Keynes, C. H. Douglas, and Messrs. 
Foster and Catchings. As a remedy for the slump he favours 
inter alia inflation (budget deficits are “ one of God’s own cures for 
deflation ’’), limitation of the working day, and “ international 
stabilisation of basic staple products.’’ He writes well, but it is 
odd that he should combine an admiration for the T'reatise on 
Money with a belief that “economic science is essentially non- 
existent.” F. C. BennAM 


Modern Money. By Lorp Metcuert. (Secker. Pp. 278. 10s. 6d.) 


Lorp MEtcHeErTT’s position in one of the large rationalised 
industries of England is well known. It is of great interest to 
find in him a whole-hearted advocate of “ planning ”’ as a cure 
for the economic ills of the world, in particular those connected 
with cyclical fluctuations. The first part of his book deals with 
monetary reform, but more than half of it is occupied by rather 
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vague suggestions of a more general nature. He wishes, for 
example, to see a Supreme Economic Council to exercise super- 
vision over economic affairs; profit-sharing; more rationalisa- 
tion; and group migration to the Dominions. The sincerity 
of the author, and his desire that the community should benefit 
from the great technical advances which he has seen, cannot be 
questioned. It is unfortunate that his views are neither clear 
nor comprehensive. 

His suggestions for monetary reform confuse money and the 
monetary value of real capital. Internally, he thinks we should 
use a money to be issued freely on the basis of securities by a 
Discount Corporation, and “limited only by the demand for 
it’ (p. 69). The National Debt should be paid off by sight 
drafts to be deposited with the banks who would lend the proceeds 
for industrial development (p. 86). Further, he would like to 
see Central Banks combine to hold twelve months’ stocks of 
staple commodities, acquired by bills which are also to~form a 
basis on which internal money can be advanced. The purpose 
of this is to stabilise the prices of such commodities: Lord 
Melchett apparently is not deterred by the widespread failure 
of similar schemes. After these proposals, which would raise 
the price level to some purpose, it is surprising to find that ‘“‘ such 
a currency is inherently stable ”’ (p. 70). 

A different money, based on a large gold cover, is to be used 
for external trade, and the supply of this is to be controlled rigidly 
if it seems to be running short. The details of this part of the 
plan are not given: its advantages would seem to be available 
already through the existence of the foreign exchange market 
in which gold currencies are freely quoted. 

Lord Melchett’s plans would not do what he wants, but it is 
important that such men should be concerned about these matters, 

R. L. Haun 
Trinity College, Oxford. 


The Distribution of Consumable Goods. By DorotHEa BRaItH- 
waite and S. P. Dosss. With an Introduction by Pro- 
FESSOR P. SarGant FLoRENCE. (Routledge. 1932. Pp. 
xiii + 304. 10s. 6d.) 

Retailing and the Public. By Lawrence E. Neat. With a 
Foreword by F. J. Marquis, M.A., B.Sc., J.P. (Allen and 
Unwin. 1932. Pp. xvi+ 191. 7s. 6d.) 


THERE is a tendency in economic inquiry, especially in the 
realistic schools, to take any one topic and to pursue it to its 
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utmost logical conclusion without considering its relation to 
economic activity and conditions as a whole. This, a well- 
recognised weakness of the scientific method, is quite legitimate 
and useful if the objective is uniquely to present and expound 
hitherto unknown or only secretly-known facts or principles. 
But when there is an educational and a social and constructive 
aim it is highly desirable that an attempt should be made to 
explain the relative importance or significance of the chosen topic 
in relation to general economic welfare, and to consider the social 
and economic repercussions and consequences, and particularly 
the distribution of the anticipated benefit of any reforms that are 
suggested or implied. Both these books are disappointingly 
deficient in this respect, and in neither case is the restricted 
treatment adequately compensated for by the presentation of 
new statistical or scientifically-ascertained information. This is 
all the more disappointing because the authors are apparently 
well qualified, both by business connections and experience, and 
by economic training, to make a very substantial contribution in 
both directions. But these books nevertheless constitute new 
and important additions to the literature on marketing; they are 
the first in this country to give a realistic and analytical insight 
into distributive activity. From a constructive standpoint they 
will certainly focus attention on the distributional problem and 
probably bring to a practical issue the controversial but none the 
less cogent question of retail redundancy. 

Mrs. Braithwaite and Mr. Dobbs—the latter virtually the 
author owing to the lamented loss of Mrs. Braithwaite—take 
their stand, figuratively, on the despatch deck of the factory 
(producing consumers’ goods) and view the distributional (7.e. 
marketing) field from that position. What they see and describe 
and realistically illustrate are general operations or functions— 
the operation or function of acquiring and affording information, 
especially as regards retailers’ and consumers’ needs and require- 
ments; the operation of preparing goods for the consumer—for 
example, grading and packing; the operation or function of 
transporting goods, with particular reference to the difficulties 
created by consolidated production; the operation of holding or 
storing goods, in which rate of stock-turn (not very clearly 
distinguished by the authors from rate of turnover) is an important 
financial aspect; and lastly, the operation of advertising, which 
is regarded as involving serious social wastes and which constitutes 
one of the leading themes of this treatise. These descriptions are 
not mere technical descriptions of processes or methods, but 
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economic and often analytical descriptions of functional and 
interfunctional activity. 

The chapters which follow are mainly concerned with what 
may be called the distributing functionaries, and portray the 
struggle for strategic position between producer, wholesaler and 
retailer. What seems to be uppermost in the authors’ minds is 
the extent to which the factory or farm should or can supply the 
retailer, if not the consumer, direct. In several well-reasoned, 
well-balanced and illuminating instances Mr. Dobbs shows there 
are limits and that in actual business, policy must be very largely 
determined by circumstances. The complete elimination of the 
middleman (i.e. the wholesaler) iz not regarded as practicable or 
desirable in the public interest. There is an interesting dis- 
cussion of price maintenance and price cutting. The authors 
appear to disapprove of the former as a general principle 
though they fully recognise the dangers and futility of exces- 
sively small margins. The authors stress that -their findings 
relate only to the competitive conditions typical of Western 
Europe and America; they refer to the growth within these 
conditions of Government and monopolistic restriction and 
control, and, apparently with satisfaction, consider an increase 
inevitable. 

The book has no chapter embodying general conclusions, and 
the reader is forced into the somewhat painful process of searching 
for them and their justification through some 300 pages of un- 
divided subject-matter. Actually the book is a descriptive and 
explanatory study and is not intended to be constructive. It is 
clear, however, that the authors regard the future limitation of 
the number of retailers as economically desirable and suggest a 
system of licensing and a licensing Board. 

A second conclusion, and one that is less easily supportable, 
is that there are excessive social wastes in advertising. This 
question is dealt with in a special chapter which virtually consists 
of the article by Mrs. Braithwaite that appeared in the Economic 
JouRNAL for March 1928. That there are wastes in purely 
combative advertising or excessive advertising few will dispute. 
But the authors ignore, or do not give adequate consideration to 
the following facts: (1) that advertising, taken as a whole, tends, 
by increasing sales, to reduce prices; (2) the expenditure on 
advertising partly subsidises the Press, permitting a paper which 
costs nearly 3d. to be sold for a 1d.; (3) it enables individualistic 
enterprise to pierce through either competition or bureaucracy 
and reach the ultimate and open-minded consumer. 
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The style of this book is somewhat heavy and the treatment 
essentially static. 

Mr. Neal’s book is more dynamic and vigorous, and if less 
studious and systematic, is much the more readable of the two. 
Mr. Neal deals with distribution from the standpoint of the 
large-scale retailer and takes up a position exactly opposite to 
that of Mr. Dobbs, He stands, figuratively, on the roof of, say, 
Selfridge’s, and regards different types of retail organisations in 
respect of their efficiency and of that of the supplying producers 
beyond. He describes, with no waste of words, the essential 
differentiating characteristics of small.shops, the multiple shop, 
the co-operative movement and the departmental store, and with 
an interesting historical approach. Although the author is 
himself concerned with the direction of a departmental store he 
frankly exposes the limitations of this type and does not hesitate 
to point out the strong features of multiple organisation, especially 
of the “ fixed price ” variety, with the warning that it is in its 
heyday in this country and none too popular in Germany and the 
United States. 

Section 2 of Part I deals with the Departmental Store in 
action, and here Mr. Neal is at his best. Essential aspects, often 
ignored or inadequately emphasised, such as the economics 
of occupancy and management from the standpoint of budgetary 
control, are admirably and incisively expounded. If the general 
reader only grasps the fundamental importance and significance of 
the buying function, of slow-moving stock, of the heavy costs of 
“‘ mark-downs ” and of consumers’ shopping habits and of the 
margin of gross profit as the basis of control he will add materially 
to his understanding of retailing. 

Part IT, ‘ To-day and To-morrow,” is critical and prognostic. 
Like Mrs. Braithwaite and Mr. Dobbs, the author sees the funda- 
mental difficulties of distribution in the geographical separation 
of producer and consumer. Unlike them, he stresses the import- 
ance of the psychological factor. What Mr. Neal wants to see is 
an all-round increase in efficiency right down the line from con- 
sumer to producer from the marketing angle. He wants greater 
integration of production and retailing (as regards efficiency and 
not necessarily financial control); more standardisation and 
simplification : an extension, in fact, of the multiple shop system 
of merchandising, and especially that of the fixed price variety. 
But he recognises that there is a need and a legitimate demand 
for the individual “‘ speciality ” shop. He considers that the type 
of product should dictate to a greater extent the channel of 
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distribution. One of the essential needs is to reduce the number 
of selling points. To-day 90 per cent. (to quote his figures) of 
retail outlets are, in this country, small shops with an average 
individual turnover of about £50 per week and taking about 
half of the total consumers’ expenditure in shops (roughly, 
£1,750,000,000). He regards it as being socially and economically 
desirable that in future the number of shops should be controlled 
as a normal feature of town-planning regulations. But he 
wisely insists that this and all other lines of action must be based 
on knowledge, on research. It might be emphasised that the 
quality of the research is important and that mere pedestrian 
surveys and the collection of statistical data are not sufficient. 
It must be ruthlessly penetrating. In his suggestions for the 
reconstruction of the marketing of agricultural produce one sees 
a lack of familiarity with the technicalities of agricultural pro- 
duction and with the enormous amount of high-grade research, 
both scientific and economic, that has been in progress for many 
years. 

In concluding this review one may venture to touch upon the 
wider questions raised at the outset. ‘To what extent is increased 
distributional efficiency capable of increasing economic welfare, 
and particularly at the present time? What would be the 
repercussions and how would the benefit, if any, be distributed ? 
Distribution (as implicitly defined) is merely a field or aspect of 
business activity, and governed, like every other field, by the 
great economic factors of taxation, rigidity of wages, monetary 
policy and international relations. The distributive trades, due 
to ‘ shelter,” steadiness of demand, strategic power and improved 
technique, are and have been, as a whole, relatively prosperous. 
As one passes downwards to the “ heavy ” and primary industries 
there is a progressive decrease in price level and profits and a 
progressive increase in unemployment. It would seem important 
that any benefit, or at least a considerable part of any benefit, 
should not be retained by distributors nor passed on to the 
consumer, but passed backwards to those industries which are 
suffering from the low level of raw commodity prices. The 
essential index is the margin of gross profit. Increased efficiency 
in distribution can, economically speaking, only be measured by 
this index. The retail margin is, say, 25 per cent. and the total 
margin, say, 40 per cent. The authors of the books reviewed do 
not say what probable reduction there would be as the result of 
their suggested or implied reforms. Assuming the retail margin 
could be reduced to 20 per cent. (on the principle of larger turn- 
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over due to a smaller number of retailers plus improved technique), 
the benefit, if retail prices were not lowered nor quantity dis- 
counts increased, would pass to the wholesaler or producer. 
With effective demand constant (at, say, £1,750,000,000), the 
saving of £87,500,000 if passed on to the consumer would be less 
than £2 per annum per head, and probably re-spent in shops or on 
amusements, whereas if the saving found its way into, say, 
agriculture, it would go some distance towards stimulating 
profitable production and increased employment. It might be 
argued that to pass on the saving to the public in the form of lower 
retail prices would increase consumption. Against this there is 
inelasticity of demand and the effect of not increasing or of 
lowering wholesale prices by quantity discount. The retailer 
does not always understand that there is a limit to unit-cost 
reduction in industry. The problem is not easy of solution and 
it would seem that the prime objective should be to follow what- 
ever policy tends, on balance, to reduce unemployment. In the 
reviewer's opinion increased unemployment as a result of reducing 
the number of shops is not inevitable, and in any case could be 
more than compensated by an increase of employment in industry. 
W. R. Duntop 


Cartels, Concerns, and Trusts. By Dr. Roxpert LIzFMANN, 
Professor in the University of Freiburg im Breisgau, with 
an Introduction by D. H. Maceregor, M.A., M.C., Drummond 
Professor of Political Economy in the University of Oxford. 
(London: Methuen & Co., Ltd. 1932. Pp. xxix + 379. 
21s. net.) 


In 1897 Dr. Liefmann published Die Unternehmeverbdnde, 
and after studying the combination movement intensively in the 
intervening quarter of a century he now presents us with the ripe 
results of his research and thought in a book which for long will 
remain authoritative. To it Professor Macgregor prefaces an 
introduction in which he attempts to extract what we may call 
the philosophy of the evolution that has been going on, and in 
the suggestiveness of many of his comments he adds materially 
to the value of the original work. A little less than two-thirds 
of the book (excluding the appendices) is devoted to cartels, the 
characteristic form of combination in Germany, and the remainder 
treats more briefly of “concerns and amalgamations” and 
“trusts or monopolistic concerns.”’ Men, even when their main 
interests are antagonistic, unite together to promote other interests 
which are common. The growth of large-scale enterprise has led 
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to an intensification of competition among producers, who were 
thus faced with a double risk, first, the loss of fixed capital through 
not being able to keep works in “continuous and economic 
operation,” and, secondly, the loss of working capital through 
inability to find a market for the goods produced. Large-scale 
enterprise and mass-production have produced a “ growing 
divergence between capital-risk and profit,” and out of this 
situation have arisen the cartels, defined by Dr. Liefmann as 
“voluntary associations of independent enterprises of similar 
type to secure a monopoly of the market . . . associations with 
monopolistic aims.” Associations of producers of goods for sale 
are alone considered, and to satisfy the definition at least three- 
quarters of the firms concerned must participate. There is a 
great variety of forms of cartel organisation according to the 
nature of the several industries, but the chief are regional or 
zone, price-fixing, and production cartels, regulating respectively 
the area of operation, prices, and quantity of production.. 

“It is not free competition,” says Dr. Liefmann, “ that is 
the organising principle of modern exchange, but the desire for 
private profit.” Producers have come together to maintain or 
increase their profits, thus altering the nature of the economic 
struggle. “‘'To-day all sellers of goods and services have a 
hard struggle with their customers over price, whereas formerly 
they used to struggle with one another for the market and the 
customer got the advantage of this struggle. This struggle has 
been abolished by means of cartels which are monopolistic 
associations, and thus the struggle with the customer is to-day 
not one of individuals but of organisations.” Further, the treat- 
ment of the buyer has become harsher owing to “the greater 
ruthlessness which has become normal in business since the War.”’ 
Cartels have to some extent stabilised prices and reduced capital 
risks ‘‘ through an improved adjustment of production to the 
fluctuations of demand,” but they have not artificially restricted 
output in order to raise prices. The individual firms in a cartel 
gain the more they allow themselves to be restricted by the 
cartel and the more they are ready to subordinate their personal 
outlook to the common interest. Dr. Liefmann notes “a phe- 
nomenon which has shown itself the more clearly and frequently 
as the cartels have grown stronger—namely, that the formation 
of cartels is a strong stimulus to the expansion of production and 
especially to the entrance of new firms.” Competition from 
new outsiders is a recognised safeguard against monopoly, but 
the struggle inside cartels for increased quotas has often led to 
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over-production ; trusts escape this interna] weakness. “ Cartels,” 
he adds, ‘‘ have not been able to stabilise demand. Fluctuations 
in trade are, in fact, so deeply rooted in the whole organisation 
of our economic system, with its extreme specialisation and its 
elasticity of credit, that they are not to be eliminated by a few 
cartels.” Technical progress has not stagnated under cartels 
and the trend towards larger firms has been furthered either by 
the amalgamation of similar firms or by the integration of firms 
in successive process stages; the latter form has been adopted 
by finishing industries as a defence against raw material cartels. 
On the other hand, by delaying the suppression of the weaker 
firms rationalisation is postponed. 

Cartels mainly affect prices in times of falling trade, and over 
a long period prices fixed by these organisations may not differ 
much from competitive prices. They are ‘quite unable to 
influence the price of consumers’ goods, especially of goods in 
general use, to such an extent as might be expected having regard to 
the great number of monopolistic organisations,” partly because 
the number of producers is very great, partly by the shifting of 
demand, and partly by resort to co-operative societies. Finishing 
firms and merchants have benefited by the stable price policy of 
the cartels. The policy of cheaper sales abroad has been 
denounced as injuring home trades using the same goods, yet 
“it is not the cheaper export sales which damage the manu- 
facturers, but simply and solely the high internal prices.”” Goods 
have to be exported cheaply to secure the market, and if there 
was no export the burden of overhead charges would compel 
internal prices to be raised still higher. Cartels tend to expropriate 
the wholesale merchants and the latter have either retaliated 
by co-operative buying and by acquiring productive factories or 
they have associated themselves closely with the producers as 
their distributing agencies. Generalising on the broad results of 
the cartel movement, Dr. Liefmann says : ‘‘ Up to now, we should 
not suppose that the influence of the cartels upon price-formation 
or upon the level of profits has been very great, and we should 
not generalise from a few particular cases which were peculiarly 
well situated from a monopolistic point of view. On trade 
fluctuations, too, the influence of the cartels may not have been 
considerable. Beliefs or expectations, psychological factors, are 
here far more important than organisations in themselves. With 
the help of the cartels, cyclical movements of prices have been to 
some extent rendered less violent, and the lower levels of the 
curves have been influenced more effectively than the peaks. 
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It would be more valuable economically if the quantity marketed 
were stabilised.” 

Competition has produced not only national but also inter- 
national cartels, and the movement in that direction has been 
speeded up since the War by the break-up of former economic 
units, by fiercer competition and world over-production, by 
depreciated currencies, by government neglect of economic 
problems, and by the growth of concerns and amalgamations. 
“Whereas formerly international cartels were considered from 
a strictly economic point of view, they have now become an 
important instrument of political policy”; such cartels have 
been formed between Austria and the Succession States to coun- 
teract the effects of the dismemberment of the original unity. 
“Tf one views these (territorial) cartels, not by themselves but 
in connection with the nowadays universally accepted principle 
of protection, then they take on quite another aspect, since they 
may serve to prevent dumping, or the policy of cheaper foreign 
sales, both in the countries of the two contracting parties and 
possibly also in other countries. They may thus put a limit to 
further demands for protection and thus counteract the incessant 
rises of protective tariffs. . . . International cartels, therefore, 
especially in their most general form of territorial cartels, have 
above all else the task of remedying or possibly even preventing 
the disturbances in an industry caused by changes of national 
commercial policy.” ‘It is the big mass-production industries, 
above all the highly concentrated and already cartelised heavy 
industries, and apart from them the specialist industries that 
comprise but few firms, that are most suited to the formation of 
international cartels. It may, in general, be said that inter- 
national monopolies of raw materials are much more dangerous 
than monopolies of finished goods.” At the same time Dr. Lief- 
mann remarks that ‘the great problem of the day, apart 
from the renewal of the iron and steel associations, is to arrive at 
international agreement in coal-mining, but this is rendered 
difficult by its close connection with the iron and steel industry 
and by the protective policies of the States.” In a later section 
Dr. Liefmann points out that ‘‘ we find the protective system, like 
all such devices of national economic policy, itself setting bounds 
to its own effectiveness.” The cartels use the tariff to the full to 
put up internal prices and, by the aid of the profits so gained, to 
dump abroad. Competition on the world markets becomes more 
and more violent and the different countries keep forcing up each 
other’s tariffs, till the end is an international cartel. ‘‘ The 
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question whether economic good sense, which requires the 
demolition of tariff walls, will prevail over nationalistic exclusive- 
ness or vice versa, will largely depend on whether the present 
unstable distribution of political forces in Europe ever gives 
way to a better state of things.” 

Space will not permit us to deal with the interesting section 
on State regulation of cartels and of the valuable discussion of 
boycotts and methods of exclusive dealing (with which, as well as 
with other trade practices, Professor Macgregor deals suggestively 
in his Introduction). Dr. Liefmann firmly believes in the efficacy 
of publicity and in the “ institution of a Ministry of Industry on 
the lines of the American Trade Commission,” even, if necessary, 
to the extent of supervising price-fixing. ‘“‘ The State must also 
follow up the financial constitution of big concerns to a far greater 
extent than hitherto, if only for the reason that it cannot possibly 
leave the formation of capital exclusively to the inclinations 
of the individual capitalist.” 

A “Concern ” is defined as a “ merger of firms which remain 
juridically independent of one another into a single unit for the 
purposes of productive technique, administration, trading, or 
(especially) finance.” As a rule it is the financial merger which 
is the most important, generally taking the form of a “ holding 
company ” holding (usually) a majority of the shares in the 
participating companies or of an “ interest-group” where a few 
firms contract to divide their profits in agreed proportions, while 
retaining their independence. An ‘‘ Amalgamation” is a com- 
plete economic union of the combining firms. Neither concerns 
nor amalgamations are necessarily monopolistic, and their chief 
interest to us here is that they foster an “‘ appetite for expansion ” 
among the big firms and so lead to the “ Trust,” or monopolistic 
amalgamation, which “is capable of producing much more 
intensive effects than the looser and more complicated organ- 
isation of the cartel.’’ Dr. Liefmann notes the current scarcity 
of capital in Germany and attributes the growth and probable 
continuance of amalgamations in Germany to “ the ease with 
which big concerns find capital, and the chance which this capital 
gives them of carrying through such rationalisation as seems 
necessary to them.” Concerns, like cartels and trusts, overstep 
national boundaries, and Dr. Liefmann, conjuring up the danger 
that a country might be “exploited by a few big international 
concerns,” thinks that in that event ‘“‘ the most effective policy ” 
would be to set up “a State import monopoly, organised in 
intimate association with the home producers and merchants.” 
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Contrary to a popular view, Dr. Liefmann does not think that 
“ capitalism ” is on its death-bed, but that it is showing renewed 
vigour in “creating new forms of organisation ” and in “ adapting 
itself to the many changes in the economic structure consequent 
on the War’”—an opinion expressed, apparently, before the 
world slump. He does not agree in having one planned economy 
(Planwirthschaft) and thinks that “there is nothing whatever to 
be gained from the State organising all firms compulsorily in trade 
associations, and prescribing to them their prices and volume 
of production.” “I consider,” he adds, ‘“ planned economy, 
i.e. planned interference in economic life, to be far more desirable, 
and even perhaps necessary, in respect of the choice of occupations 
—that the State should regulate the entry into all the various 
branches of manual and intellectual work. Were the State to 
pursue a far-sighted economic policy in this respect, it could bring 
about the necessary process of readjustment of the German 
economic apparatus far more easily than through the direction 
of enterprise or of capital. It might very well take in hand the 
necessary placing of young workers in agriculture through the 
medium of an energetic small holdings policy, possibly in connec- 
tion with the enforcement of universal compulsory labour for a 


in this field practically nothing has been done.” With this 
somewhat startling suggestion we take our leave of a wonderful 
and stimulating book and offer our homage to the distinguished 


Henry W. Macrosty 


The Co-ordination of the Laws of Distribution. By Pump H. 
WicksTEED. No. 12 in Series of Reprints of Scarce Tracts 
in Economic and Political Science. (London, 1933. London 


WICKSTEED’S essay, first published in 1894, is now available 
in the admirable series of reprints issued by the London School 
of Economics. The essay is devoted to proving the proposition 
that ‘‘ under ordinary conditions of competitive industry, it is 
sensibly or approximately true that if every factor of production 
draws a remuneration determined by its marginal efficiency or 


A large part of the argument is devoted to showing that 
there is no difference in this respect between land and other 
factors of production. The modern reader who finds Wicksteed’s 
intricate and ingenious argument unnecessary must be grateful 
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to him for making it so. For it is characteristic of the progress 
of economic theory that a proposition which in one generation 
requires elaborate proof and gives rise to ponderous controversies 
appears to the next generation to be self-evident. 

Wicksteed, like most pioneers in the field of theoretical 
analysis, attributes too much importance to his discovery. He 
does not discuss the conditions of supply of the factors of pro- 
duction to the unit of control, but tacitly assumes a perfect 
market in the factors of production, and puts forward as his 
only contribution to this side of the question the curious view 
that (in wage bargaining) ‘‘ the man, on his side, can insist on 
having as much as the marginal significance of his work, i.e. as 
much as the difference to the product which the withdrawal of 
his work would make.” But in spite of the fact that he has 
nothing to say on the conditions of supply of factors, he feels 
impelled to pour scorn on the traditional theory of rent, a theory 
which is essentially bound up with peculiarities in the conditions 
of supply of factors to an industry or to industry as a whole, 
and has nothing to do with the conditions of demand for a 
factor by a firm, the subject with which Wicksteed’s proposition 
is concerned. 

Moreover, while his mathematical proof and his general argu- 
ment apply only to the division of the product of a firm, he 
assumes that each factor receives a reward determined by its 
marginal productivity to society. His conclusions are thus given 
an appearance more grand and sweeping than his own analysis 
can justify. 

But his main purpose is to isolate the conditions under which 
his proposition is fulfilled. He writes, ‘I use the mathematical 
form of statement ...as a safeguard against unconscious 
assumptions, and as a reagent that will precipitate the assump- 
tions held in solution in the verbage of our ordinary disquisitions,”’ 
and he succeeds in precipitating two fundamental assumptions, 
(1) that competition is perfect, (2) that constant returns prevail, 
in the sense that an equal proportionate increase in each factor 
of production will yield the same proportionate increase in the 
product. In these conditions his proposition holds good. 

It is the second of these conditions that has received the 
most attention from Wicksteed’s successors. For when there 
are economies of large-scale production an obvious difficulty 
arises. A certain proportionate increase in each factor will then 
yield a more than proportionate increase in physical output, and 
Wicksteed’s proposition appears to be invalidated. With this 
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and other objections Wicksteed’s critics drove him to abandon 
his precise mathematical statement, and in The Common Sense 
of Political Economy the assumptions are once more dissolved in 
verbiage, although they still appear to be necessary to the 
argument. 

In a foreword to the reprint we are recommended to consult 
the Appendix to Mr. Hicks’ Theory of Wages for ‘‘ a review of 
the main literature concerning Wicksteed’s proposition and a 
tentative solution of the outstanding difficulties.”” The upshot 
of Mr. Hicks’ argument is to show that Wicksteed’s proposition 
applies only to the product of the firm; that when there are 
economies of large scale the marginal physical productivity of a 
factor to the industry is greater than to the firm (though the 
account which Mr. Hicks gives of the matter is not perfectly 
satisfactory), but that since in equilibrium firms are working at 
minimum cost, Wicksteed’s condition of constant returns is 
fulfilled in respect of the output of the firm, so that the difficulty 
disappears. 

This complication, therefore, has both arisen and been dis- 
missed since Wicksteed’s essay was published. But Mr. Hicks 
appears to believe that firms produce the output at which costs 
are at a minimum for some reason of their own. He fails to 
show that it is only because competition is perfect that firms are 
of optimum size, and thus overlooks the fact that his conclusion 
merely amounts to saying that Wicksteed’s first condition (per- 
fect competition) entails his second condition (constant returns 
to the firm). Now Wicksteed introduced his first condition for 
quite another reason. He realised that in the real world com- 
petition is not perfect, and he attempts to get over the difficulty 
by defining the product of the firm as the total “ Industrial or 
Economic Vantage,” including ‘‘ Good-will,”’ and defining his 
factors so as to include “ Notoriety . . . (as measured in some 
such unit as the command of advertising stations of a given 
quality)” as a factor of production. But when the product 
and the factors are defined in this way it is obviously unrealistic 
to postulate constant returns (in the sense that an equal propor- 
tionate increase in each factor will yield the same proportionate 
increase in the product), and in order that the condition of 
constant returns may be fulfilled, Wicksteed is driven to the 
extraordinary expedient of regarding the consumers also as a 
factor of production. In short, he was not perplexed because 
constant returns in terms of physical output may not obtain, 
but because constant returns in terms of value of output cannot 
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obtain, and he was feeling his way towards a proof that unless 
competition is perfect the factors do not receive the value of 
their marginal physical product as wages. It was to avoid this 
difficulty that he took refuge in the assumption of perfect 
competition. 

However clumsy his attempt to solve the problem of dis- 
tribution under imperfect competition may be, the fact that he 
realised its importance makes his point of view more sympathetic 
to a modern reader than that of Mr. Hicks, who contents himself 
with remarking that ‘further consideration of this point would 
lead us too far into the more arid regions of higher general theory ; 
its relevance to the theory of distribution is remote.” 

Joan ROBINSON 


The Common Sense of Political Economy and Selected Papers and 
Reviews on Economic Theory. By Puitie H. WicksTEEpD, 
M.A. (London: George Routledge & Sons, Ltd. 1933. 
Pp. xxx + 871. Two volumes, 12s. 6d.; one volume, 8s. 6d.) 


Tuis work, which has been out of print for some time, is now 
reissued in two separately purchasable volumes. The division 
is made for the benefit of the student who would buy “ a text- 
book of manageable length ” as a general introduction to Eco- 
nomics. He would, however, be well advised to obtain the two 
volumes; the first because it contains an admirable introduction 
by Professor Robbins, the second because it includes the applica- 
tion of Wicksteed’s analysis to practical social problems in an 
exposition which “dates” very little even after the lapse of 
twenty-three years, and collects in addition a number of papers 
and reviews not previously published together. These include, 
among others, the famous analysis of the Marxian Theory of 
Value, and controversy with Mr. G. Bernard Shaw; an article 
on Political Economy and Psychology reprinted from Palgrave’s 
Dictionary; “The Scope and Method of Political Economy ” 
given as Presidential Address to Section F at the British Associa- 
tion Meeting 1913, and reprinted in the Economic JOURNAL; a 
Biographical notice of W. S. Jevons, a Review of Pareto’s Manuele 
Di Economica Politica, and a Review of Sir Sydney Chapman’s 
Political Economy. They form a well-selected and coherent whole 
in which the expository articles and the critical reviews alike serve 
to add further emphasis and afford fresh illustration of Wick- 
steed’s most characteristic doctrines. We may quote as the most 
noteworthy the reversibility of the market supply curve, with its 
corollary that there is no law of rent distinct from the general law of 
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the market; and the view “that economic life is not and cannot be 
isolated ”; that the same principle dominates the transactions of 
the housewife in the market, the management of a great factory 
or ironworks and the business of a bill-broker, and that Economics 
therefore studies ‘‘ a type of relation, not a type of motive.” The 
economic man should now have been turned out by the door, but, 
to borrow an expression from .Wicksteed, he has a tendency to 
return by the window. 

Professor Robbins’s Introduction should be read, or better still 
re-read when the student has reached the end of the second volume. 
H. RrEYNARD 


The Letters of David Hume. Edited by J. Y.T. Greta. (Clarendon 
Press. 2 vols. Pp. 538 and 454. 50s.) 


TuESE books are excellently edited and finely illustrated. The 
frontispiece of the first volume gives us the Tassie medallion. 
Facing p. 370 is Marischal Keith’s portrait from-the Neuchatel 
public library, and facing p. 526 a facsimile of the English draft 
of Hume’s invitation to Rousseau. In the second volume the 
frontispiece is Allan Ramsay’s Rousseau, from the Scottish 
National Portrait Gallery; facing p. 80 is Cochin’s D’Alembert. 
Hume was not without vanity, and we can fancy him sharing 
in our admiration of this monument of his lesser writings and 
magnanimously forgiving the disobedience it involves to his last 
wishes. He had expressly forbidden the publication of any such 
things (see Birkbeck Hill’s Letters of Hume to Strahan, p. 351; 
Greig, II. 453); and here we have 544 of his letters, great and 
small, transcribed and edited with scrupulous care and with a 
fulness of references, in which Hill is Mr. Greig’s only rival. 
Letters are mentioned which cannot be recovered. One such to 
Muir of Caldwell is described by the writer (jocosely) as ‘“ the 
best I ever wrote” (Greig, I. 43), and some were destroyed by 
his heir as “‘ too indiscreet ’’; they may have been of Mr. Punch’s 
sort, “‘ worse than wicked,—vulgar.”’ Mr. Greig prints all he can 
find, even of the indiscreet order. We miss the (perfectly dis- 
creet) letter to Col. St. Paul of the Paris Embassy, introducing 
Cornet Hume of Townsend’s Dragoons, written from Edinburgh, 
10th May, 1775.1 But he has no blind admiration of his hero, 
and, like the rest of us, would gladly exchange a dozen letters 
written in the days of Rousseau’s folly in 1766 for one other 
like the four to Francis Hutcheson (1739 seg.) or the two to Gilbert 
Elliot (1751)—or we might add those to Kames, Montes- 
1 See Mr. G. G. Butler’s Col. St. Paul of Ewart, 1911, Vol. II., p. 250. 
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quieu, Turgot, and Adam Smith. There are many scraps for 
economists, especially in the two latter. Hume’s Political 
Economy is not a mere by-product of his Political Philosophy. 
He gives it that appearance by placing his important economic 
essays, on Commerce, Arts, Money, Interest, Balance of Trade, 
Jealousy of Trade, Taxes, Credit, Populousness of Ancient 
Nations, among his Essays Moral, Political and Literary (1752). 
They rank so high as to make some admirers claim him for the 
founder of Political Economy. They at least well entitle him to 
a high place among economists. 

It is the penalty of a great writer to excite curiosity about 
details of his person and surroundings. The best of him is to be 
sought in his books, and we judge Hume’s greatness mainly from 
the books that roused Kant from his dogmatic slumbers. The 
littleness, if anywhere, may come out in the letters. But cer- 
tainly some of the letters help us to see the books in the making. 
Hill Burton’s Life gives the cream of such letters; and they are 
to be found in Mr. Greig’s collection, freshly transcribed and un- 
abridged. Mr. Greig’s sources are also more in number than 
Burton’s. See the Introduction to the first volume (xxvi-xxxi). 

The second volume swells its Appendices a little (339-454) 
by giving letters not from, but to, and concerning Hume and his 
publications. The episode of Rousseau makes a long contribution 
of this kind. The episode could not simply be passed over by 
any later biographer; but in his Own Life (Vol. I. 1-7) Hume 
makes no mention of Rousseau. He had been generous beyond 
measure in providing for Rousseau during the visit of 1766-7. 
‘Great wits ’’ were “ sure to madness near allied,” and he accused 
Hume of treachery. Hume, always sane, was eventually unwise 
enough to answer him according to his folly. It was not a pretty 
quarrel; the right was too evidently on one side. As a rule 
Hume was in perfect command of himself. Adam Smith’s lauda- 
tion given (in Appendix L of Vol. II. 452) seems to have been 
but little exaggerated. If the multitude of miscellaneous letters 
did nothing more, they displayed character, tested by variety of 
situations; and happily left to us in the end the right good man 


of our early impressions. 
J. BonaR 


Land and Labour in China. By R. H. Tawney. (London: 
Allen and Unwin. 1932. Pp. 207. 7s. 6d. net.) 


Mr. TAWNEY was invited to China, first by the Institute of 
Pacific Relations to prepare a memorandum on agrarian change, 
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and later by the League of Nations as a member of its Mission 
of Educational Experts. The result is an outstanding example of 
the contribution a full knowledge of Western economic history 
and an intimate acquaintance with modern social movements 
can render, the former to an understanding of Chinese economic 
life—whether in its traditional forms or its modern changes—and 
the latter towards making clearer the possibilities and direction 
of future progress. 

Mr. Tawney’s visits were admirably timed. Only in the last 
few years have the social institutions of China been subjected to 
scientific study; only recently have universities, research institu- 
tions and government offices gathered data—still all too meagre 
and imperfect—of a kind that can serve as a basis for interpreta- 
tion. As a grateful Chinese scholar? says : 


“Mr. Tawney has put to good use the knowledge of Chinese 
and foreign scholars. As an accurate summary of existing 
information the book is already a contribution. But it is 
more than a summary of other people’s work. The author 
has set China’s problems in the proper world-historical per- 
spective, and while doing this he has in no case read Western 
categories into Chinese life or sentimentalised over China’s 
peculiarities.” 


The value of a knowledge of social history is, indeed, evident 
on almost every page and makes the book significant even to those 
familiar with the field covered, but less well read in the history 
of the West. The book, there is reason to know, is already setting 
new tasks and creating higher standards for research. 

If the lessons of similarity and contrast to Europe run through 
the more descriptive sections—the brilliant introductory essay 
(Chap. I), the rural framework (Chap. II), and the earlier parts of 
Chapters V and VI, on the Industrial Order and on Politics and 
Education respectively—they are equally prominent in the con- 
sideration of rural possibilities and industrial policy. In its 
blending of wise counsel with ripe scholarship the whole work is a 
happy illustration of the help which the West—from whose 
contacts with China the latter’s problems have arisen—can furnish 
to their solution. 

After sketching the main economic features of rural life, Mr. 
Tawney deals with the problems of the peasant (Chap. III), and 
then proceeds to discuss the possibilities of development (Chap. IV). 
A “ piecemeal ” but co-ordinated and sustained policy is envisaged 


1 Dr. T. F. Tsiang, editor of the Chinese Social and Political Science Review. 
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—one with the purpose, not of replacing the system of peasant 
cultivation by some other, but of bringing science and invention 
to the peasant’s aid. The steps which Western experience would 
suggest are detailed with admirable balance : communications to 
break down the economic and social isolation, of the village; 
science and education in close touch with the needs of practical 
life; co-operation, the value of which, happily, is now realised 
by leading bankers and in which the ground appears to be prepared 
for real advance. 

Of the problem of land tenure, Mr. Tawney treats with frank- 
ness yet with restraint, and it is recognised that peaceful agrarian 
development is likely to depend on the removal of the most acute 
evils. To the measures for combating drought and flood we in 
the North might wish to add afforestation, to prevent erosion 
and supply badly needed timber. 

The chapter closes with somewhat brief reference to population 
and the relief that may be expected from migration and industrial- 
isation. The enormous growth of population in India and Japan 
since the ’seventies and eighties raises the question whether it is 
possible that production should outstrip its increase in China? The 
promise of relief from industrialisation pictured on p. 108 would 
appear too optimistic unless qualified by the discussion on pp. 
141-3. The comparison with Europe fails to allow for the part 
played by the New World, which not only absorbed population 
but created new and cheaper supplies of grain; or for the fact 
of the late appearance of China in the industrial arena; while in 
China, which presumably will in the main have to feed the in- 
creased numbers from her own resources, the problem of pressure 
of population upon the means of subsistence is mainly that of the 
total number of mouths to be fed, in relation to cultivated area 
and agricultural efficiency. 

But the crucial question is perhaps the rapidity with which 
the factors that tend to reduce the birth-rate can be brought into 
effective operation. Chinese sociologists feel this so strongly 
that they doubt the adequacy of such changes as later marriage, 
the setting of marriage upon an economic basis, the growth of a 
feeling of parental responsibility and the development of a con- 
scious working-class effort towards better standards of living; 
they desire to see active steps taken to spread the use of contra- 
ceptive methods. 

The picture of industrial China is drawn with the same skill 
and proportion as that of the rural economy, and there is a valuable 
discussion of the policies which should direct industrial develop- 
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ment. Due place is given to the old handicrafts and to the 
change that is taking place in their organisation by the substitu- 
tion of the merchant-capitalist for the independent small master. 
Even the coolie is not overlooked. The growth, present limits 
and significance of capitalist industry, which is accepted as having 
come to stay and to increase, are set forth; and the safeguards 
through legislation and trade union action to secure a rising 
standard of living are discussed. 

That this discussion leaves unanswered some of the questions 
that arise from the inherent difficulty of making a competitive, 
capitalistic system fit into any programme of reconstruction, and 
of those connected with the difficulties which have been experi- 
enced in China with large-scale enterprise, is inevitable. 

As a complement to the growth of mass production, it is 
suggested that steps should be taken to explore the possibility 
of developing the organisation of handicraft industries, as is done 
in some peasant countries in Europe, by the provision. of co- 
operative facilities for credit, marketing and supplies, as well as 
for training, trade information and technical improvement. 

The main outlines of the industrial policies Mr. Tawney 
recommends are naturally drawn from the broader and more 
assured lessons of Western experience. But Mr. Tawney is not 
unmindful of the fact that the real differences that exist between 
China and Europe will sometimes result in impressing different 
patterns on the former’s new economic life. He offers interesting 
reflections on Chinese psychology and resources as they affect 
industrial development (pp. 128-40). 


‘* What is certain is that, like all other movements that 
have been imported from abroad and acclimatised in China, 
[modern industry] will be propagated in a Chinese version or 
not at all.” 


It is to be expected that factors which have remained recessive in 
our civilisation will become dominant in conditions more favour- 
able to them; and vice versa. 

It is not yet possible to point to established results of this 
kind. Some observers think they see evidence of a tendency for 
decentralised, rural industry, organised in the manner our author 
suggests for handicrafts, to become the dominant form in Japan.’ 
In China the part-time, often only half-time, nature of an agri- 
culture without animal industry, the consequent under-employ- 


1 Prof. J. E. Orchard, Japan’s Economic Position, especially ‘‘ An Oriental 
Industrial Revolution,’’ pp. 483-8. 








310 THE ECONOMIC JOURNAL [JUNE 










































ment in the villages, which must be equivalent to the whole-time 
unemployment of several tens of millions of people between the 
ages of fifteen and fifty-four, the intense demand for additional 
labour at certain busy seasons, and the density of the rural 
population, all favour the building up of an industrialised country- 
side, rather than the creation of urban industry; while such 
technical developments as cheap power distribution and road 
transport, and the existence of co-operative forms of association 
unknown at the beginning of the Industrial Revolution, form 
ready means for realising such a development. 

Such a development, if it came, would substitute the trade 
association or co-operative official for the merchant capitalist 
now displacing the small master (p. 117). This system might be 
extended from the processing of agricultural produce—in China 
this would include the ginning and baling of cotton, the reeling 
of silk, expressing of oil, desiccation of eggs and canning of fruit— 
to the more mechanical parts of trades which are now handicrafts : 
plants for the carding or spinning, dyeing or finishing of textiles 
having the same relation to groups of weavers as the co-operative 
dairy holds to the farmers. And where the small master system 
continued—as in metal and wood-working trades—a similar 
organisation would be possible. In such ways a new integration 
of a great variety of the lighter secondary industries might grow 
up in close relationship to agriculture, mechanised in progressive 
stages in reliance mainly on electric power. 

This is not the place to argue such a policy, but its relation 
to the rural community, whose standard of living is admitted to 
be basic in China, may be indicated. To take industry to the 
farmer is to raise his standards directly and immediately.1 But 
the village is too small for many important purposes, social and 
economic. Its isolation should be broken down by making it an 
integral part of a larger rural community, consisting of a group 
of villages within three to five miles of a market town, and com- 
monly embracing from twenty to thirty thousand people. The 
market centre would be the location of co-operative enterprises, 
the headquarters of local unions and educational institutions. 
It would be the scene of agricultural fairs. Within this com- 
munity, which would develop collective undertakings such as the 
maintenance of local roads and communications, intercourse 
between the villagers would be encouraged for all kinds of cultural 
and recreational purposes, and on the basis of this common life 
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1 In a weaving district east of Peking, a loom is commonly said to be equiva- 
lent to eight acres of land, that is, to a farm of more than the average size. 
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new forms of local government of a democratic, representative 
character would arise. The life of the people has moved in the 
past in gild and village organisations which have had no organic 
connection with the government system and, as regards the latter, 
little touch with the outer world. In modern China, while the 
attempt has been made to substitute a democratic for the old 
imperial system, no serious effort has been made to build up new 
political institutions on the old democratic foundations. A point 
at which the two may meet and vitalise each other must be found, 
and it is suggested that this may be discovered in such rural 
communities. 

It is here, too, as Mr. Tawney would probably agree (cp. p. 91), 
that the universities and other cultural groups can make con- 
structive contributions, that “ piecemeal” policies can be given 
unity, and the different phases of the new life synthesised. The 
whole process of building such a community is essentially an 
educational one. Is it not the most direct method of bringing 
the benefits of new movements to the people and linking industry 
with cultural influences? The educational system in the narrower 
sense would include a lower elementary school, of the type pro- 
posed by Mr. Tawney and his educational colleagues, in each 
village which could support one. At the centre would be the 
higher primary school or group of schools, with vocational training 
conducted in close association with the industries of the district 
and the agricultural demonstration work; and this local educa- 
tional edifice will be completed by less formal but not less vital 
adult classes, linked with some institution or system analogous 
to the Danish Folk High School. The co-operative societies and 
the organs of local administration will furnish strong supports 
for the educational work. 

This outline of the possibility of decentralised industry and 
its part in the developing rural community has been sketched, 
partly to indicate the process of local enterprise and experimenta- 
tion through which new economic and social patterns may arise, 
partly as an approach to the last chapter. There will be general 
agreement with Mr. Tawney’s suggestions as to the administrative 
assistance which the national government can derive through the 
League of Nations; with the recognition that government can 
only succeed as it shows results that touch the lives of the mass 
of the people; and with the contention that in translating political 
rejuvenation into practical terms of social institutions, it is to the 
schools and universities that China must turn. To the layman 
these considerations seem to point to the importance of popular 
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initiative, and of local administration, and to reliance as far as 
possible on non-political or semi-political organisations, with 
varying measures of official recognition and support. 

The advocate of a functional and equalitarian society is too 
modest in leaving no place for the social philosopher in the ranks 
of the foreign friends who may co-operate in the long task con- 
fronting China. China must choose her own ends; the new 
society must be built on Chinese foundations and her own historic 
culture rediscovered and reinterpreted in the light of her modern 
requirements. True! but if the political genius of Dr. Sun is to 
be seen in the choice of his three guiding principles—all of them 
largely borrowed from the West—there is still much to be hoped 
for from such contacts between the universities of China and other 
lands as will help her to fill out her conception of the People’s 
Livelihood and provide her the amplest means with which to 
fashion her new and larger ends. The dynamic will come from a 
realisation of possibilities dependent on the interweaving of new 
elements with the old. To the closer and more sustained cultural 
intercourse which is desirable for these purposes, it is greatly to 
be hoped that Mr. Tawney will continue to contribute. 


J. B. TAYLER 
Yenching Unwersity, China. 


Twelve Studies in Soviet Russia. Edited by MarGaret COLE. 
(Gollancz, 1933. Pp. 282. 5s.) 

Nationalism in the Soviet Union. By Hans Koun. (Routledge, 
1933. Pp. 164. 7s. 6d.) ‘ 


THE spate of literature which appears on the subject of the 
U.S.S.R. seems to be endless. And in dealing with a matter 
with such important political implications it is clear that every 
writer, however hard he tries to conform to standards of academic 
objectivity, cannot escape his own individual prejudices. In 
the twelve essays edited by Margaret Cole the writers have this 
a‘vantage, that since they claim to be socialists to start with, 
they can show within the socialist system a far more academic 
approach than those who all the time are trying hard to be 
‘‘ impartial ”’ in the face of their own liberal prejudices. 

The essays are of varying merit and cover a wide range. This 
appears to be mainly due, not to careful selection of topics, but 
to the personnel of the visiting group. In economics we have 
“The Soviet Economy ” by Dr. Dalton, “ Finance” by F. W. 
Pethick-Lawrence, “‘ The Russian Worker ”’ by G. R. Mitchison, 
“Power and Industrial Development” by T. G. N. Haldane, 
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“ Agriculture ” by John Morgan, and, on the border-line between 
economics and more general aspects of social life, Margaret Cole’s 
essay on “ Women and Children.” Besides these, there is a 
selection of essays on certain other aspects of Soviet life: “‘ The 
Political System ” by H. L. Beales, giving some idea of how the 
Soviet system does actually work, “The Russian Legal System ” 
by D. N. Pritt, K.C., “ Architecture and Town-Planning ” by 
Geoffrey Ridley, A.R.I.B.A., “ Radio, Press and Publishing ” 
by R. W. Postgate, ““ Archeology and the Intellectual Worker ” 
by Naomi Mitchison, and “The Film ” by Rudolph Messel. It 
is clear that such a hotch-potch must suffer from important 
omissions, though overlapping has on the whole been avoided. 

One of the best essays in the book is T. G. N. Haldane’s con- 
tribution. As an expert with considerable technical knowledge 
it was possible for the writer to appreciate the technical advance 
which is being accomplished in a very backward country. At 
the same time the difficulties which are having to be faced 
are quite clear to him. The fulfilment of the first Five-Year 
Plan is emphasised, but the difficulties to be overcome are also 
enumerated : ‘‘ (a) Acute shortage of skilled workers; (b) want 
of efficient organisation; (c) defective transport and communica- 
tion; and (d) insufficient scope for individual initiative and 
responsibility.” It should be noted that all these points are in 
the forefront of all Soviet publicity at the present time, and are 
not faults observed by the foreigner while being sedulously 
hushed up at home. Further, it should be noted that the Plan 
was fulfilled in spite of these difficulties, they were therefore 
difficulties of fulfilment, not effective obstacles to fulfilment. 

G. R. Mitchison, in “‘ The Russian Worker,” succeeds admir- 
ably in showing the new workers’ psychology which the Soviet 
system is developing. “‘ The leaders of Russia have succeeded 
in mobilising and using what may be variously called ‘ proletarian 
feeling,’ ‘the Public School spirit’ or ‘ public opinion.’”” With 
regard to workers’ control and the freedom of criticism expressed 
in the ‘‘ Wall Newspaper ” so common in every Soviet institution, 
he writes as follows: “‘ There is too much vigour in the result 
to say that the wall newspaper is mere ‘eye-wash’: you may 
compel people to have a wall newspaper, but I know no means 
of compelling them to have such funny pictures in it.” This 
essay and that of Margaret Cole are a good antidote to the 
academic worker’s general assumption that the things which he is 
accustomed to enjoy are generally enjoyed and that consequently 
the Soviet Union has robbed the “ population ” of such joys. 
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For some reason or other it generally seems to be the experts 
on housing that best see Soviet life in its historical perspective. 
Presumably this is because the extreme primitiveness of the old 
Russian housing is still so visible that the contrast between old 
and new is always before the observer, while in other spheres 
relics of the past have been more or less wiped out and forgotten. 
Thus Mr. Ridley’s lesson concerning the development of housing 
from the very primitive to what may still seem primitive to well-off 
English visitors, is one which should have been fully extended to 
cover all spheres of this book. For example, in the case of 
agriculture, the heading “‘Goop Lanp anp A Hunary Country ” 
does not define “ hunger.” Now in the old Russia famine was 
rife, anc almost every spring, in some district or other, people 
died of starvation. Hunger in the U.S.S.R. to-day means a 
relative shortage due to bad harvest, poor organisation and so on. 
But the kind of thing which even this spring is described as being 
“famine in Russia’’ by the Press, when compared with the 
kind of thing which was “ famine in Russia” before 1917, shows 
a not unpleasant picture. Mr. Ridley’s perspective, applied to 
agriculture, could never have permitted such a heading to pass 
the editor. 

A gap left unfilled by the Fabian essays is covered by another 
book, recently published. Nationalism in the Soviet Union is, 
however, written from rather a different standpoint. The author 
has endeavoured to get clear as to the attitude of the Soviets 
to nationality, but at the same time as his knowledge of this 
particular aspect of Marxism seems fairly comprehensive, it is 
linked up with a strange attachment to the past. Thus, quota- 
tions from Communist theorists come side by side with quotations 
from the Old Testament, and instead of stressing what is new in 
the socialist attitude, the writer is always trying to link it up 
with a return to the Middle Ages. The author does make clear, 
however, the extent to which Communism and the national 
question are linked up, and is correct in pointing out that while 
Communism stresses the fight for liberation of all suppressed 
nationalities, since this is also a fight for class emancipation, the 
new national culture which is released by a successful struggle 
will be different from the national cultures of the past. The 
resources of national culture will be used in the expression of 
internationalist working-class sentiments. To the great work 
of the Soviets in raising the material and cultural level of the 
peoples of the East the writer pays due tribute. He also draws 
attention to the fight which is being conducted, in the ranks of 
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the Russian Communists themselves, against all pan-Russian 
tendencies, that is, against all tendencies to return to the old 
imperialist assumption of the supremacy or superiority of the 
Russian race. P. A. Stoan 


The New Survey of London Life and Labour: Volumes III and 
IV: Survey of Social Conditions. I.—Eastern Area and 
Eastern Area Maps. (London: P. 8. Kine & Son, Lrp. 
1932. Pp. xvi + 475, and six Maps. 17s. 6d. net each.) 


“Tr is satisfactory to find that the level of poverty in East 
London is now only about one-third as high as in Charles Booth’s 
time. It is much less satisfactory to learn that, in spite of this 
shrinkage, there are still more than a quarter of a million persons 
below the poverty line. When we consider how low and bare is 
the minimum of subsistence of the Booth poverty line, it is 
impossible to rest content with a condition of things under which 
one in ten in the Eastern Survey Area are living below this level. 
If the great progress towards extinction of poverty is matter for 
sincere congratulation and encouragement, the magnitude and 
gravity of what still remains give no ground for facile complacence, 
but rather for disquiet and searching of heart.” 

Thus, the Director of the Survey sums up the position. The 
picture is one of great and real progress, to which among other 
things the Social Services and the Trade Boards Acts have 
immensely contributed. But the basis for calculating the poverty 
line is that of Booth and Rowntree, which covers only the bare 
necessaries of physical existence, so that any reduction of income 
below this level involves serious and severe hardship. ‘“‘ Poverty 
means deprivation of the barest necessaries of life. Many who 
are not ‘poor’ according to this severe standard lead narrow, 
dull and penurious lives.” Moreover, improvements in London 
have certainly been above the level of the whole country, owing 
to the relative advance in its economic position since the Booth 
Survey. Nevertheless, the improvement, when all allowances 
have been made, is immense; and this specific study of the extent 
and causes of poverty fully bears out the favourable conclusions 
reached in the earlier volumes of the Survey. 

The present volume inaugurates that part of the Inquiry 
which corresponds to the Poverty Series of Booth’s Life and 
Labour. It only covers a part of the area under review, and the 
answer to many questions has to be left to a later volume. But 


it has a special interest, as including the districts in which most of 
No. 170.—voL. XLII. Y 
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the problems of poverty were in Booth’s day, and still are, most 
acute, and in which Booth’s Inquiry was most detailed and com- 
plete; and in them the comparison with the conditions of forty 
years ago can be made most comprehensive. The area covered, 
indeed, is much wider than ‘“‘ Charles Booth’s East London,” as 
it includes also the eastern boroughs of South London, and six 
boroughs to the north of the river outside the county boundaries. 
These last, except West Ham, are more well-to-do than the 
eastern boroughs of the County of London. The population 
covered by the present volume totals nearly two and a half 
millions, whilst the present population of Charles Booth’s East 
London is 852,000. The extension of the area raises certain 
difficulties regarding the proper basis of comparison. “ There is 
room,” says the Survey, “for difference of opinion whether the 
best basis of comparison is between conditions in the identical 
area investigated by Charles Booth, or, in view of the eastward 
trend of working-class population, it is sounder to compare con- 
ditions in Booth’s East London with the whole of the New Survey 
area north of the Thames.” The latter basis, by adding relatively 
well-to-do areas, is apt to over-estimate, the former, owing to the 
migration outwards of the middle classes and of the more prosper- 
ous working classes, to under-estimate, the improvement; and the 
Survey is very helpful in giving estimates on both bases. Thus, 
on the first method the decline in the percentage of poverty is 
from 35 to 15 (7 to 3), on the second from 34 to 12 (nearly 3 to 1). 
In either case, as the Survey emphasises, the improvement is 
very large. 

The volume is mainly the work of Sir Hubert Llewellyn 
Smith, Director of the Survey, and Professor Bowley. It combines 
a double statistical inquiry into the extent of poverty, with 
detailed treatment of its more prominent causes, and chapters on 
special problems—on the Homeless Poor, on Street Trading, 
contributed by Mr. 8. K. Ruck, and on the Hop-pickers’ Migration, 
in which Messrs. P. G. Nash and M. I. Michaels collaborate with 
the Director. The examination of poverty consists of an intensive 
“House Sample Analysis” (Professor Bowley) into 12,000 working- 
class households, and an extensive Street Survey (the Director), 
based primarily on examination of the conditions in families with 
school-children in all streets and sections of streets through the 
area, a method closely resembling that of Booth. Each method 
has its definite advantages and they complement each other. 
The results yield a quite remarkable correspondence, the per- 
centage of poverty among the working-class population, with the 
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middle classes excluded, being 13-5 in the Street Survey (12 if the 
middle classes are included in the total population), and 13 in 
the House Sample. ‘‘ The predominant impression,” writes the 
Director, “‘ is one of wonder at the comparatively close approxima- 
tion and consistency of the two sets of results.” 

The inquiries have been conducted, and their conclusions 
presented, with great thoroughness and ability and with a wealth 
of statistics which are valuable not only for the purposes of the 
Survey, but for investigations in other fields. Some of the 
chapters are not for every reader, owing to the needs of a full 
statistical presentation. The methods adopted are admirably 
explained, and there is a most interesting comparison of the 
classification of the population now adopted with that of Charles 
Booth. One illustration of the decrease in poverty is seen here 
in the substitution for Booth’s classes B, C and D (the “ very poor” 
and the “ poor”) of a single class, P (Poverty). Where the 
authors have a free hand, their presentation is most readable and 
interesting. 

The “ standard of minimum needs marking the poverty line ” 
is made as fully comparable as possible with Booth’s, the chief 
alteration being an addition of ls. 4d. per week for compulsory 
insurance, not existent in his day. The 1929 equivalent of his 
21s. per week for a family of moderate size is placed at 38s. to 40s., 
inclusive of insurance. But the rise in standards since 1890 
renders a provision, limited as this is to the bare necessaries of life, 
inadequate to modern ideas of what constitutes a tolerable mini- 
mum; and the Survey suggests alternative bases of comparison, 
such as the normal income of unskilled workers. The difference 
may be illustrated by the case of an old-age pensioner living alone. 
His needs, exclusive of rent, are estimated at 7s. 6d. per week on a 
standard based on the poverty line, whereas the London Public 
Assistance Committee’s scale is 10s. or lis. per week. A most 
valuable distinction is made between “ static ” and “ dynamical ” 
poverty, emphasising that the worst evils of poverty result less: 
from a low standard of living than from decline in accustomed 
standards. “The lives of the poor, who have always been poor,. 
are not necessarily unhappy, though hard, narrow, and stunted 
. . . for poverty so extreme as to cause acute physical distress is: 
rare’ (static poverty). But “the process of economic degrada- 
tion ” (dynamical poverty) “ by which those who have known 
better things sink into poverty and suffer deprivation of comforts, 
hitherto regarded as necessaries, is often acutely painful and 


the constant apprehension of such a fall may be even more 
y2 
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distressing.’’ The substitution of unemployment for low wages, as 
the main cause of poverty, indeed, has the disadvantage of involving 
a relative increase in dynamical poverty, though absolutely the 
amount of poverty caused by unemployment is less than in 
Charles Booth’s day. 

Not only is the amount of poverty much reduced, but “ the 
statistics of family income make it clear that the majority of 
families have a considerable surplus above the minimum.” 
Moreover, above the poverty line, there has been an increase in 
the proportion of families possessing the standards of skilled 
workers. In “Charles Booth’s East London” the percentages 
of skilled and unskilled in 1929-30 were 40 and 36 respectively 
(46 and 33 in the whole Eastern Survey Area), compared with 
14 and 42 in 1889-90. The middle classes remain steady at 
about 9 per cent., but their big migration outside the Survey 
boundaries makes this really equivalent to an increase. 

Reduction in the amount of poverty is accompanied by its 
wider dispersion. ‘‘ This process is certainly beneficial from a 
social point of view, since ‘ pockets ’ of poverty and degradation, 
such as are not infrequently found in places where free circulation 
is impeded by physical barriers, e.g. railway embankments, 
canals or gasworks, tend to perpetuate themselves by inbreeding 
and the contamination of environment.” It might have been 
added that more scope is given to the mutual self-help of the poor, 
where poverty is not concentrated, but scattered among those in 
a better economic condition. 

The special chapters on particular causes of poverty tell a 
similar story. Poverty among the aged, though they have 
increased from 40 to 73 per thousand, is less absolutely as well as 
relatively, thanks very largely to Old Age Pensions. Unemploy- 
ment Insurance is preventing not only much actual want, but the 
anxiety of the breadwinner for his family. “‘ The evidence goes 
to show that abuses are of comparatively minor importance, and 
the outstanding fact is that National Insurance and Pensions have 
stood between the people and a state of distress and suffering that 
is terrible to contemplate.”” The Survey adds that the right to 
benefit diminishes “‘ the urge to find an immediate job of any kind 
and at any rate of wage,” and thus gives the worker greater 
powers of waiting and bargaining; but “ the abuse of this waiting 
power is exceptional and the bulk of the unemployed earnestly 
desire and actively seek re-employment.” The recent Lancashire 
Industrial Survey makes a similar statement regarding the short- 
time cotton workers. 
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Even housing shows a measure of improvement. For whilst 
extreme overcrowding (more than three persons to a room) rose 
in the Eastern Survey Area between 1921 and 1931, overcrowding 
generally dropped from 25 per cent. to 21 per cent. and average 
density of population from 1-04 to 0-94 persons per room. Small 
though these beginnings may be, they “ afford welcome evidence 
that some effect has already been produced by the post-war 
revival of house-building under the auspices of public authorities. 
The fact that so many plague spots of intense overcrowding 
remain is equally an indication that very much remains to be 
accomplished. . . . Housing is still the dominant social question 
in London.” 

The Map volume contains five Poverty Maps, a key Map to 
the Poverty Maps, and an Overcrowding Map. The latter, to 
which there does not seem to be a counterpart in the Booth Maps, 
has a special value, and is included because of the special con- 
ditions of to-day, which render overcrowding “ less a symptom and 
measure of poverty than a separate, though cognate, social 
problem.” For the lack of correlation between poverty and over- 
crowding is often marked, since housing has not kept pace with 
improvements in earnings. Reasons of expense have limited the 
adoption of a six-inch scale, to the two maps of the more crowded 
Inner, North-east and South-east Districts. A four-inch scale is 
adopted for the less thickly populated outer areas, and seems 
adequate for its purpose. The Map volume generally seems an 


admirable companion to a most important Survey. 
N. B. DEARLE 


The Labour Problem in the United States. By Proresssor E. E. 
Cummins (London: Macmillan. 1932. Pp. xiv + 857. 
18s.) 


In his preface, Mr. Cummins describes his approach to the 
labour problem. He views it as the inevitable expression in 
the money economy of man’s eternal effort to better his economic 
status. The wage-earner struggles with his employer, whom he 
finds barring his progress. The plan of the book is developed 
to illustrate and defend this point of view. It is written in six 
parts, the first of which describes briefly the origins of the wage- 
earning class in the capitalistic order. The four chapters in 
Part II elaborate the grievances of the wage-earner. Chapter I, 
describing the nature and various types of unemployment, 
includes a comprehensive account of the difficulties of measuring 
unemployment in America, the attempt of the Government to 
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minimise its extent, and the various efforts of interested persons 
and organisations to discover the true situation, with comparisons 
of the results obtained. The case for shorter hours and the 
relationship between industrial conditions and health are given 
in Chapters II and III respectively. The final chapter of this 
section, entitled “ Income,” describes the course of real wages 
during the last century, the relation between earnings and 
budgets and the distribution of wealth and income in the United 
States. 

Parts III, IV and V, the major portion of the book, are a 
picture of the active struggle between employer and employed, 
with the State as a biased referee. After a skeleton history of 
early activities, the author arrays the opposed forces. Unionism, 
the only important expression of American labour, is thoroughly 
inspected. Since the industrial form was short-lived in the 
nineteenth century, and is virile, progressive but limited in the 
twentieth, the trade unions, united in the American Federation 
of Labour, occupy the larger part of the author’s discussions in 
Part III. The various union types, their programmes and 
problems, are detailed vigorously and critically. 

The American employer has joined battle with the union, 
adding varied and indirect weapons to the standard weapon of 
the lock-out. The injunction, the ‘yellow-dog”’ contract 
(abjuring membership in a union), company labour policies and 
organisations and the blacklist have played their part in the 
struggle with the employer. The author illustrates the position 
of the employer in an economy which compels him to produce 
efficiently in terms of money costs, and his inevitable opposition 
to labour’s efforts to procure a greater share of the national 
income. His opposition has, in a limited field, been indirect, 
taking the employee away from the union by the counter- 
attractions of profit-sharing and benefit plans. 

The State has been quiescent. Enactments and legal inter- 
pretations and concepts lag far behind the rapidly changing 
institutions. Capitalist in sympathy and influenced by an 
obsolete individualism, it has limited and obscured the status 
of labour organisation, bewildering the latter with a peculiar 
division of legislative authority and jurisdictions. Part V— 
“* The State ’—is an inclusive account of the uncertain and passive 
attitude of the State to the labour problem. 

Part VI is a conclusion to the theorem of the preface and 
the construction and argument of Parts I-V. The general 
position of unionism is defended, with criticisms of its lack of 
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adaptation to changing conditions. The helplessness of the 
individual employers is depicted with suggestions for a modifica- 
tion of their policies, and the limited and retarded activities of 
the State are contrasted with governmental actions in other 
nations. 

The author, in describing the American labour problem, has 
limited the scope of his discussion to the evidence of conscious 
and deliberate class struggle. His point of view and the limits 
of space may explain this course, but the brevity of the treat- 
ment given to those labour problems not covered by a discussion 
of unionism cannot be excused on these grounds. The reader is 
left without any quantitative description of the labour problem. 
In his sub-section on the numerical strength of unionism, the 
author devotes a paragraph to the difficulty of estimating the 
extent of the working force, without indicating what this is. 
He refers to immigrant labour and the newer industries employing 
a large percentage of unskilled labour, but makes no estimate of 
the importance of these factors. The geographical and racial 
problems are almost completely ignored. 

A similar treatment has been given to the periods of labour 
activity in the political field, the reform period of the forties and 
the movements of the ’sixties being discussed with a brevity 
necessitating a wide background of knowledge on the part of the 
reader. A short half-paragraph is devoted to the work of Henry 
George Evans and the agrarian movement, and a phrase dismisses 
the green-backers. The influence of Ira Steward on the eight- 
hour movement is ignored, and the conflict of opinions in the 
forties, illustrated in the writings of Horace Greeley, is given a 
passing reference. 

Organised labour reached its peak of numerical strength in 
1920, with a membership of slightly more than five millions, 
representing one-fifth of the working force. The Labour Problem 
in America discusses the remaining four-fifths only by references 
subsidiary to the main argument. The labour problem, as here 


presented, is limited by the author’s purpose. 
A. G. HEAKES 


The Elements of Economics. By J. K. Menta. (London: Rout- 
ledge & Sons, Ltd., 1932. Pp. xii + 280. 10s. 6d.) 


Proressor Meuta has produced an interesting and original 
book. In his opinion economics is essentially a mathematical 
science, and some of its most important principles are not intel- 
ligible without the use of mathematical methods. Accordingly 
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he does not consign his curves and formule to footnotes, appen- 
dices or even to the end of chapters, but embodies them in each 
chapter of the text at an early stage of the discussion. The first 
ten chapters are devoted to an exhaustive description of diagrams 
of all kinds: the linear, areal and cubic methods, graphs and 
curves. Then he proceeds to deal, first with problems of Con- 
sumption, next with Production under the headings of Land, 
Labour and Mobility of Labour, Capital and Organisation, and 
finally with Exchange, Monopoly and Price Discrimination, 
ending somewhat abruptly with a single page on Dumping. 

While claiming much for his method, Professor Mehta does 
not overstate his case. Thus he admits that utility curves possess 
no practical importance, since mental satisfaction can never be 
measured easily or accurately. His graphs are explained with a 
patient and detailed accuracy that will make them intelligible to 
the dullest intellect. The theory of Consumer’s Rent is given a 
particularly happy illustration, but one might almost have 
expected him to point to the limitations involved by the fact 
that the various experiences of consumer’s rent which a pur- 
chaser enjoys in respect of a number of separate purchases are 
possibly alternatives and not susceptible of indefinite addition. 
The treatment of Diminishing Returns is not quite so lucid as 
the rest of the exposition, and a good deal of discussion is devoted 
to a distinction between diminishing returns from agricultural 
land and from mines and quarries which could have been disposed 
of in a single sentence. Population problems are treated at 
some length, with a biological digression on the dangers of look- 
ing to environment to improve faulty stocks, which is probably 
newer to Indian than to British students. The originality of the 
book lies in the mathematical treatment adopted throughout, 
but the author is fully justified in claiming that useful matter 
may be found by any reader in all the chapters. 

H. REYNaARD 


The Co-operative Movement in India. Its Relation to a Sound 
National Economy. By Exvzanor M. Hoven, Ph.D. 
(London: P.S. King & Son. 1932. Pp. 340. 15s. net.) 


In an introduction to this well-documented book Sir Horace 
Plunkett tells how “a young American lady, passing through 
London on her way from India to the United States, called upon 
me. She told me that she had written a book upon ‘The Co- 
operative Movement in India,’ and that if I would write a brief 
introduction, she would be greatly obliged.’’ Sir Horace says that 
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he set to work on the task of reading the book and simply could 
not put it down. Professor Kaji of the Sydenham College of 
Commerce, Bombay University, follows Sir Horace Plunkett’s 
introduction with a foreword on the co-operative movement, in 
regard to which he is an authority. 

The arrangemet.t of the book is attractive. Miss Hough first 
describes India’s present national economy. In a second chapter 
she gives the aims of the co-operative movement, and in a third a 
good description of the movement in India. She attempts an 
evaluation in the fourth chapter, and in the final one she deals with 
the potential contribution of the present movement. In an 
appendix she gives the Co-operative Societies Act, Act II of 1912, 
and in a second appendix useful statistical tables. The index 
unfortunately is incomplete. Sir Horace Plunkett, quoted from 
time to time throughout the book, has not even a place in it. The 
book is a lucid and competent summary of the present position, 
but it contains, to speak perfectly frankly, nothing original, no 
new light, and it does not really separate the big and vital issues 
of the movement from the minor points. 

Miss Hough might have examined more closely the working 
out of the recommendations of the Maclagan Committee of 1914- 
15 and the strongly-worded Report of the Oakden Committee 
appointed by the United Provinces Government in 1925. The 
unsound system in the Central Provinces, which some years ago 
gave rise to almost a financial crisis in these Provinces, the steady 
increase in overdue loans in Madras and the stagnation of the 
movement in Burma, have been discussed by the Royal Commission 
on Agriculture in India in its Report of 1928. The working of the 
societies is unsatisfactory. Members of societies delay the repay- 
ment of loans even when able to pay, and office-holders refrain 
from taking action against defaulters. There is, too, always the 
hesitation to liquidate societies whose condition is beyond remedy. 
We know the causes, of which the chief are the lack of training and 
knowledge of co-operative principles, the fear on the part of office- 
holders of incurring unpopularity when action is taken against 
recalcitrants for overdue debts, and the lack of control on the part 
of members over their president and committee. We do not yet 
know how to get members of co-operative organisations to assume 
complete control of their societies. Educational effort in this 
direction might be far stronger than it is. How is it to be carried 
out? This and other matters, several of which are touched on 
by the Managing Governor of the Imperial] Bank, deserved greater 
attention in Miss Hough’s survey. I am convinced that the whole 
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future of the movement must depend on keen and alert non- 
official leadership. How far an expert staff would educate 
the people in co-operative principles is a matter for urgent 
consideration. 

Miss Hough would agree that the key to the whole position is 
the primary village society. If it is not sound, how can the 
superstructure of unions, central banks, and the provincial bank 
continue to prosper? Soundness implies not merely carrying on 
business on sound lines, but that every member of the society must 
be intimately acquainted with each other and feel that they must 
all stand or fall together. In other words, the co-operative credit 
society must capitalise the honesty of the poor. Is this being 
done and, if not, how must it be carried out in detail? The 
President of the Conference desired the appointment of special 
recovery officers. It was never intended to recover overdue loans 
through the Government revenue agency. It is difficult to recon- 
cile any such system of summary recovery of overdue loans 
through Government agency with real co-operative principles. 
Does the present exceptional trade depression demand exceptional 
measures in dealing with this problem? It is in search of guidance 
on such vital major issues of the movement as these that the real 
student of the subject will go for light. 


G. F. Surrras 
Gujarat College, 


Ahmedabad. 


Business Statistics. (RIGGLEMAN and Frissez.) (McGraw Hill 
Co. 24s.) 

Elements of Practical Statistics. (Harper.) (Macmillan Co. of 
New York. 10s. 6d.) 


Aw Englishman, reading these and other American text-books 
on statistics, is likely to reach two conclusions together. On the 
one hand, the fact that so many and such comprehensive books on 
the subject are published in the U.S.A. does clearly indicate that 
there are very large numbers of students of the subject, working up 
to quite a high standard, and it is also clear that many people are 
interested in the matter of applying statistical methods to current 
business problems. In these respects America is certainly very 
far ahead of us. But at the same time I think it is fair to say that 
these books at any rate show very little of the original or con- 
structive thinking which makes certain statistical works at once 
so interesting and so difficult. Perhaps some will say that it is 
more necessary at the present time to consolidate the ground that 
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has been won than to seek for new departures of thought. But I 
think myself that the difficulties encountered by the first great 
school of thought on this subject—the Harvard school—point to 
the conclusion that fundamental revolutionary changes of thought 
are yet required in the matter of applying statistical methods in 
economics. 

But of course I do not wish to deny the need for dissemination 
of the knowledge already won, and I think that both business and 
economics in this country would be very great gainers if the 
practice and teaching of statistics were raised to the level of the 
U.S.A. Both these books are of a type that is not available in 
this country, and deserve to be widely read. 

Business Statistics is a big and expensive volume, but it is 
worth the cost. It contains only an indispensable minimum of 
theory (and this really is very small indeed), and nearly the whole 
book is devoted to the practical problems of applying statistics in 
business. The reader is not expected to be a trained mathemati- 
cian or a trained economist, while, on the other hand, the book. 
gives much space to such humdrum but necessary matters as how 
to tabulate data from pay-rolls, howto prepare a statistical map, an 
investment analysis or a questionnaire. On many of the subjects 
covered in the book there is nothing very new to say, but the most 
interesting part of the book is the chapter entitled ‘ Production 
and Labour Statistics.” In this chapter we get a very close in- 
sight into the detailed statistical control of productive processes, 
and of the use of statistical machinery. The last chapter, 
“ Executive Control and Management,” is rather disappointing, 
because it mainly consists of quotations from an article written 
by Col. Rorty in 1923. This article has many sensible things to 
say about “ statistical control” in business, but it is rather 
abstract and one feels that there are not yet many real examples 
which can be quoted from. 

Elements of Practical Statistics is quite a different type of book. 
It is an elementary text-book, and a very good one. The author 
is an agricultural economist, but the book shows no bias in that 
or any direction, and in spite of one serious mistake (the formula 
for the mode on p. 114) it may be confidently recommended to 
anyone beginning the subject and wanting a short and very clear 
exposition of elementary theory. 

There is a useful chapter on graphical work, and some moder- 
ately advanced material on multiple correlation, a matter of 
especial interest to agricultural economists. But naturally there 
are a great many branches of the subject which it does not touch, 
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and it should be regarded as a forerunner to the more advanced 
text-books. It may be said, however, to contain the necessary 
minimum, from the point of view of the reader whose primary 
interest is in applied statistics, of the mathematical theory. 

C. G. CLarkK 


Economics in Primitive Communities. By Ricnarp THuRNWALD. 
(Oxford University Press. Pp. 314. 5s.) 


THE subject-matter of economics is human behaviour, and it is 
not limited to the behaviour of human beings of any particular 
times or places or cultural conditions. The economist may choose 
to concentrate his attention upon the community in which he lives 
and other communities closely resembling it. But in so doing he 
is restricting his outlook to a part only of his subject. And even 
those economists who so limit themselves feel the need to institute 
comparisons with states of society as different as possible from their 
own, in order to bring out the significance of their institutions and 
practices. 

For this purpose some have been tempted to invent an ideal 
natural man, a Robinson Crusoe or a simple savage, by way of 
contrast with civilised people. Such abstractions may serve a 
purpose, and may throw light on the rational basis of economic 
institutions. But they fail to link up those institutions with their 
human origin; they fail to explain that great tangle of irrationality 
which still pervades civilised society; they fail to interpret history, 
on which we have to depend for much of the evidence of human 
behaviour. 

Economists ought therefore to be grateful to any anthropologist 
who will help them to substitute a concrete picture of primitive 
man and his institutions for such abstractions. And they will find 
that Professor Thurnwald’s book is well designed to meet this need. 

The book is mainly a compilation; that is to say, the author 
has collected together and classified a great mass of facts, of which 


the common characteristic is that they illustrate the economic | 


activities of communities (whether of the present day or of the 
past) of the kind that anthropologists study. 

If the facts are to be faithfully recorded, the descriptions of 
them must not diverge too far from the actual words of those who 
originally observed them. The result is that the arrangement of 
the book is inevitably somewhat confused. There is overlapping 
among the topics successively dealt with, because the facts that 
properly belong to one heading are often narrated in a context 
that belongs to another. 
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This fault does not materially impair the value of the book, 
but it necessitates careful reading, and frequent cross references 
(which a fuller index would have facilitated) are desirable. 

The book supplies the economist with a wealth of material. It 
brings out the intimate dependence of the social structure of primi- 
tive communities upon the type of economic activity which pro- 
vides their subsistence. It traces the growth of the ideas of 
authority and status both in ancient times and among uncivilised 
communities of the present day, and makes clear the relation of 
those ideas to the problem of distribution. 

Particularly interesting are the short chapters on “ Barter,” 
“Trade,” ‘“‘The Market” and “ Purchase,” and also the dozen 
pages on “Symbols of Value and Money.” (We are led, however, 
to feel some distrust of the author’s knowledge of currency when 
he describes the Maria Theresa dollar as of “face value 5-5 gold 


francs.”’) 
R. G. HawtREy 


Nottinghamshire in the Eighteenth Century. A Study of Life and 
Labour under the Squirearchy. By J. D. CuamBers. (P. S. 
King & Son. 1932. Pp. xi+ 377. 15s.) 


Tue growth of an interest in local history is a very satis- 
factory symptom of the increased interest in economic history, 
and Mr. Chambers in his preface outlines the object of such 
studies as his own in expressing the hope that “the specialist 
student of economic history will find something of interest in a 
study that enables generally accepted views to be seen in their 
application to a particular case,” while the teacher may gain 
“some help in bridging the gap between the village or county 
and the national life.” The book is very successful in fulfilling 
both these aims. It is perhaps a pity that the title insists upon 
such a limited period, since, in fact, Mr. Chambers has refused 
to be bound by it; and, although it may be rather confusing to 
find that the eighteenth century includes most of the seventeenth 
and a considerable number of excursions into the nineteenth, 
he has been enabled to give a much more comprehensible account 
of the social framework of the county than if he had followed 
his title exactly. 

The book is divided into three sections, the first and last of 
which deal with the rise of the Squirearchy and with social life 
under its sway, while the second describes the development of 
industry and agriculture. The chapters on agriculture are 
particularly interesting, and Mr. Tate of Sutton Bonington has 
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supplied an invaluable appendix giving a list of all the parishes 
of the county with their enclosure history. By means of a minute 
analysis of this information, Mr. Chambers is able to present a 
very clear picture of the factors making for and against enclosure. 
He finds that between 1700 and 1800 a much larger part of the 
county was enclosed by agreement than by Act of Parliament 
(41 per cent. against 24-8 per cent. according to an estimate on 
p. 149), and he shows that non-parliamentary enclosure occurred 
in villages where the small owner had already almost disappeared, 
whereas the parliamentary enclosures were those where opposi- 
tion was expected. The results of his investigations thus con- 
firm those recently published by Mr. Davies in showing that, so 
far from the disappearance of the small landowner being a result 
of enclosure, it had taken place in many localities in Notting- 
hamshire before enclosure, and was indeed an antecedent con- 
dition of it. Mr. Chambers also supplies one or two very 
interesting examples of communal action by villagers in regard 
to the management of their common fields, and proves that the 
Act of 1773, which allowed changes in rotation or crops to be 
made by a majority of three quarters of the occupiers instead of 
requiring unanimity, was not such a dead letter as has been 
thought. These instances lead him to the conclusion (p. 175) 
that if the State had made a serious attempt to apply improve- 
ments in agricultural methods to the open field system “the 
attempt would not have been foredoomed to failure, at least in 
the grain-growing districts.” 

The section devoted to industry is not so comprehensive as 
that on agriculture. Mr. Chambers can find no material for 
attempting a history of coal mining, the third industry in import- 
ance in the county in the eighteenth century, and believes that 
no account of its development before 1840 is possible. This is 
the more to be regretted in that he has a mining tradition in his 
own family; but the fact that this is a tradition of primitive 
methods persisting late into the nineteenth century has perhaps 
led him to generalise rather too freely about the absence of 
machinery, since steam winches and other hauling machinery 
are said by a contemporary author to have been in use in some 
Nottinghamshire collieries in 1810. Nor does Mr. Chambers 
find room for any account of the cotton spinning mills which 
spread over the county in the last twenty years of the eighteenth 
century and disappeared in the first forty of the nineteenth. It 
would be interesting to know what part Nottingham, with its 
population of highly-skilled frame-makers familiar with one of 
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the most intricate machines known prior to the nineteenth 
century, took in the development of textile machinery; but one 
most conclude that Mr. Chambers has not been more fortunate 
than previous investigators in finding information on these points. 
He concentrates on the characteristic industry of the county, 
framework knitting, and, though he does not here add much to 


our knowledge, his description of this extremely interesting trade, 


with its struggle against the Company, its early and remarkably 
successful Trade Unionism and the highly developed character of 
its capitalism based on the domestic system, is full and com- 
petent. Perhaps he relies a little too much on Gravenor Henson 
as an authority for the early eighteenth century. It is true that 
Henson is the chief source for the history of the industry, and he 
was a careful, and, as far as he was able, a truthful, recorder, but 
he was not born until 1785, and he had no reliable means of 
checking the traditions handed down to him by older members 
of the trade; moreover, he wrote with a strong bias in fayour of 
the Company, which he regarded as a protector of the workman. 
There is a misprint in the passage quoted from him (p. 96) about 
attempts at cotton-spinning machinery in Nottingham previous 
to Arkwright; the name written “ Jones ” should be “‘ James,” 
a point of some importance, since it does not seem impossible 
that the story refers to the Thomas James who was Hargreaves’ 
partner. Again, it is perhaps a little misleading to use evidence 
from Godalming to illustrate conditions in Nottinghamshire ; 
the industry in Surrey was a dying one, and it does not seem 
quite clear that conditions in the Midlands, though often very 
bad, were ever quite as bad as in the South. But these are very 
minor criticisms of a valuable book which admirably fulfils its 
author’s intention. Special mention is due to the last chapter, 
which relates the culture of the period to its economic and social 
life. This is an attempt which is not made as often as it might 
be, and the results of it here are remarkably illuminating. They 
suggest that what was really wrong with the eighteenth century 
was that it had relegated education, in the sense of the develop- 
ment of the mind for its own sake, to the category of polite 


accomplishments reserved for the wealthy. 
J. DE L. MANN 


The Economics of Welfare. By A. C. Pigov. Fourth edition, 
1932. (Macmillan. Pp. 837. 30s.) 


In this new edition, the principal changes affect the chapters 
on “ What is meant by keeping Capital intact,” ‘‘ The Measure- 
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ment of Changes in the Size of the National Dividend,” “‘ Increas- 
ing and Decreasing Supply Price,’’ “‘ Monopolistic Competition,” 
“The Distribution of Labour among Occupations and Places,” 
and “ Interference to raise Wages where they are Unfair.” 


The Gold Standard. By R.G. Hawrrey. Third edition. (Long- 
mans. Pp. 248. 5s.) 


In the Preface to this new edition, the author says: ‘‘ The 
interval that has passed (since 1931) has been fertile both of 
events and of controversies. I have endeavoured to show how 
the doctrines expounded in the earlier part of the book should be 
applied to interpret the events and solve the controversies. That 
task has necessitated the expansion of the single additional 
chapter which sufficed in 1931 into three chapters.”’ 


Great Britain from Adam Smith to the Present Day. By C. R. Fay. 
Third edition. (Longmans. Pp. 482. 12s. 6d.) 


THis new edition includes a brief Supplement on ‘“‘ A Decade 
of Rationalisation, 1922-32,” and a summary of new literature 
on the period. 
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NOTES AND MEMORANDA 


Tue IrntsH Free State FINANCES 


(1) In the Economic Journau of June 1928 was published 
an inquiry into the orthodoxy of the Free State Government’s 
financial administration from 1922 to 1927. It now requires 
correction in several minor points. An accounting monstrosity, 
whereby sums voted for Property Losses Compensation were 
appropriated in aid of the vote for Public Works and Buildings 
in 1925-6-7, was overlooked. The final audited expenditure for 
1926-7 is also now available. Some corrections of principle 
appear desirable. Once net borrowing has ceased, the reduction 
of the principal debt outstanding is a proper charge against 
revenue; but, so long as the volume of principal debt outstanding 
is steadily increasing, sinking fund appropriations produce only 
a futile series of cross-entries, the net effect of which (if the 
appropriations are effectively met out of revenue) is that some 
part of the ‘“‘ extraordinary ” expenditure is covered by revenue 
and new borrowing correspondingly reduced: this might as well 
be shown openly. The annually accruing interest on Savings 
Certificates is a charge that ought to have been, but was not, 
provided for out of current income. For “ordinary’”’ Army 
expenditure, the figure of £1,750,000 was then adopted ; £1,250,000 
seems more plausible now. The corrected table of comparison of 
receipts and expenditure is combined with the corresponding 
table for the period 1927-32 at the end of this article. 

(2) As before, each year shows an apparent deficit : 








Year. Revenue. Expenditure. Deficit. 
£ £ £ 
1927-28 24,336,100 27,871,600 3,535,500 
1928-29 24,597,200 28,265,900 3,668,700 
1929-30 24,641,900 27,154,000 2,511,100 
1930-31 24,497,200 26,796,300 2,299,100 
1931-32 25,654,600 27,301,100? 1,646,500 











1 Exchequer issues. 


(3) But the gross expenditure includes temporary advances 
and issues to meet capital expenditure to the Unemployment 
Insurance Fund, the Shannon Fund, the Electricity Supply 
Board (under the Electricity (Supply) Acts, 1927 to i the 
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vote for the Post Office (under the Telephone Capital Acts, 1924 
to 1931), the Road Fund (under the Road Fund (Advances) Act, 
1926), for the provision of token coinage (under the Coinage Act, 
1926) and for redemption of existing debt. Advances to the 
Local Loans Fund, to Agricultural Credit Societies, to the Dairy 
Disposals Board for the purchase of creameries and several 
smaller miscellaneous advances are charged to Supply Service 
votes. The amounts have been : 











Advances. . 
Debt 
Year. Redemption. Total. 
** Other “* Supply 
Issues.”’ Services.”’ 
£ 5 £ £ 

1927-28 1,939,600 327,600 664,300 2,931,500 
1928-29 2,446,600 580,600 617,300 3,644,500 
1929-30 2,185,800 512,000 584,500 3,282,300 
1930-31 1,379,200 653,800 1,230,800 3,233,800 
1931-32 1,110,500 650,000 4 655,300 2,415,800 

















1 £80,000 of this total is estimated, in the absence of the Appropriation 
Accounts for this year. 


(4) The extraordinary expenditures have continued, but on a 
diminishing scale : 




















Compensation. Restora- — 
Year. tion of Cost of Total. 
Personal | Property aaa the Army. 
Injuries. Losses. ee 
£ £ £ £ 

1927-28 4,500 449,800 189,400 717,900 1,361,600 
1928-29 3,300 257,100 158,400 510,600 929,400 
1929-30 3,600 204,200 102,200 9,500 319,500 
1930-31 2,700 74,600 73,700 nil 151,000 
1931-32 2,400 2 170,400 1 nil 172,800 1 














1 Exchequer issues. 


(5) To the ordinary expenditure must be added sums to 
provide for the annually accruing interest on Savings Certificates 
outstanding. The Finance Act, 1929, made provision for the 
annual payment of sums into an Interest Charge Equalisation 
Account, and the amounts here listed are the net balance remain- 
ing after deduction of such provision : 


Year . - 1927-28 1928-29 1929-30 1930-31 1931-32 
Amount . £131,500 £176,000 Cr. 61,100 Cr. 10,500 Cr. 13,300 


(6) The gross revenue includes the proceeds of the destruction 
of capital assets. Temporary advances have been repaid by the 
Unemployment Insurance Fund, the Road Fund, under the 
Coinage Act, by Co-operative Creamery Societies, Agricultural 
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Credit Societies, the National City Bank and numerous other 
borrowers, and the proceeds brought into account as “ other 
receipts,” miscellaneous revenue or appropriations in aid of votes. 
The process of winding up Departmental funds and transferring 
their liabilities to Supply Service votes has been continued. 
The funds abolished were: the Intermediate Education, Endow- 
ment, Lunacy, Forestry, Fines and Fees, National Monuments, 
District Court Clerks’ and Congested Districts Board’s Funds. 
Several other minor assets were also realised. The totals 
collected from these “ extraordinary receipts ” have been : 




















Repayment of Advances. : 
— Destruction Total 
: of Assets. , 
** Other ** Supply 
Receipts.” Services.” 
£ £ £ £ 
1927-28 350,000 60,300 473,400 883,700 
1928-29 345,200 81,000 235,900 662,100 
1929-30 418,500 309,900 30,300 758,700 
1930-31 339,700 89,800 53,100 482,600 
1931-32 80,600 210,600 ! 72,899 365,000 








1 Contains an estimated figure of £50,000 for the loans whose repayment is 
appropriated in aid of votes. 


(7) A summarisation of these corrections gives the following 
table : 











Ordinary. Extraordinary. 
— Net New 
. : . | Borrowing. 
Receipts. Expendi- Receipts. Expendi- 
ture. ture. 
£ £ £ £ £ 
1922-23 25,419,900 | 21,003,200 —- 7,532,400 | 3,115,700 
1923-24 29,003,200 | 26,307,200 | 2,171,600 | 14,272,000 | 9,404,400 
1924-25 26,183,700 | 24,043,500 771,400 | 5,464,400 | 2,552,800 
1925-26 24,465,400 | 23,441,200 | 1,088,700 | 4,433,500 | 2,320,600 
1926-27 23,892,200 | 22,405,800 | 1,382,500 | 5,739,700 | 2,870,800 
1927-28 23,452,400 | 23,710,000 883,700 | 4,293,100 | 3,667,000 
1928-29 23,935,100 | 23,868,000 662,100 | 4,573,900 | 3,844,700 
1929-30 23,883,200 | 23,491,100 758,700 | 3,601,800 | 2,451,000 
1930-31 24,014,600 | 23,401,000 482,600 | 3,384,800 | 2,288,600 
1931-32 25,289,600 | 24,725,800 365,000 | 2,588,600 | 1,659,800 























With the exception of a trifling deficit in 1927-28, the capacity 
to cover ordinary expenditure out of ordinary revenue was 
maintained throughout the decennium. Surpluses of current 
revenue totalled £13,142,500, extraordinary revenue £8,566,300, 
leaving capital and extraordinary expenditures to the amount of 
£34,775,400 to be met by borrowing. G. A. Duncan 


L'rinity College, Dublin. 
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Marx’s Turory or Monty 


REFERENCE is seldom made to Marx’s theory of money, but it 
has distinctive features, and its presentation still makes stimulating 
reading, for it deals with questions that retain their actuality. 
The most complete statement of the pure theory is in the Critique 
of Political Economy; there is a summary re-statement in the 
first volume of Capital, and the other volumes contain extremely 
interesting applications. The value of money is determined by 
the quantity of socially necessary labour-time embodied in its 
production. It makes no difference to the argument, and it may 
secure a better hearing for Marx, if we say he means that the 
value of money is measured by its cost of production. The term 
money must be restricted to ‘‘ hard’ money: bullion, standard 
coins and convertible notes. Ricardo, according to Marx, had 
taught that the value of money is determined by the labour- 
time needed for its production, but had added the qualification 
that this applied only when the quantity of money stood in the 
right proportion to the prices and quantities of commodities to 
be exchanged. Marx rejects this qualification. He denies 
absolutely that the price-level depends on the quantity of money 
in circulation; he maintains, on the contrary, that the quantity 
of money in circulation depends on the price-level, and is raised 
or lowered as prices rise or fall. The quantity of money needed 
depends on its velocity, on the volume of transactions, and on 
the “ value” of money in the sense of the amount of socially 
necessary labour-time embodied in its production. 

If the quantity of money in circulation depends on the price- 
level, how is the quantity regulated, what makes it expand and 
contract according to need? In answer, Marx refers to hoarding 
and dishoarding—factors more important in the world than we 
in a country like England are apt to suppose. In an advanced 
capitalistic country, hoarding tends to become very small, but 


in primitive societies a hoard of money is the normal form of — 


surplus wealth, wealth that is saved instead of being consumed. 
The opportunity or the will to invest, or both, are lacking. The 
primitive condition still obtains over a large part of the world. 
India is a sink for the precious metals, China also is a considerable 
hoarder, and it is generally believed that the peasantries of 
countries that are our near neighbours keep their savings in 
stockings. 

Hoards do not take only the form of hidden treasure. The 
money material may be withdrawn from circulation by being 
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turned into objects of luxury, and very often these objects have 
comparatively little value added to them by workmanship and 
they can easily be changed into metallic money. Marx insists 
that the amount of gold used as objects of luxury is large. He 
quotes W. Jacob as saying that there was twice as much gold and 
silver in objects of luxury as in the form of money in England 
in 1829. Marx also argues that it is the increase of wealth, 
not the fall in value of the precious metals, that causes an 
increased use in objects of luxury. For the tendency to hoard 
there are impelling reasons, psychological andeconomic. ‘‘ Money 
is not only an object of the passion for riches; it is the object of 
that passion. The latter is essentially auri sacra fames.”1 It 
would be senseless to heap up surplus amounts of other use- 
values, but nobody can accumulate too much money, the one 
commodity that has permanent and universal exchangeability, 
whose use value consists in its exchange value. Not only 
individuals, from peasants to kings, have their hoards, but 
throughout history there have been State hoards of the precious 
metals, the universal money. Whatever economic loss may be 
the result of saving-without-investment, there are intelligible 
reasons for it from the standpoint of the hoarder. 

Marx points out, as others have done, that hoarding increases 
in times of disturbance and uncertainty. In such times there is 
apt to be saving-without-investment or, as Marx called it, inter- 
ruption of circulation, for a twofold reason; because both pro- 
duction and consumption are lessened. Reserves are not hoards; 
reserves are kept to meet payments that may become due. 
Reserves are within circulation, hoards are outside it. The 
reason why hoarding is normally at a minimum under capitalism 
is that it prevents the conversion of money into capital and the 
production of surplus-value. 

The doctrine that the quantity of money in circulation 
depends on prices is not upset by the fact that new money may 
come from the mines, and an addition from this source may well 
have increased prices as a sequel. For though the price-level 
does not depend on the quantity of money, it does depend on its 
value—that is to say, on the amount of socially necessary labour- 
time embodied in the production of gold. An increased output 
from the mines may be due to a fall in its value, or, what is the 
same thing, an increased productivity of labour in gold-mining. 
By the value of money Marx always means the amount of labour- 
time socially necessary for its production. If the cost of pro- 

1 Critique, p. 176. 
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ducing gold falls, its value falls, and more gold has to be given for 
other commodities which have not fallen in value, 7.e. cost of 
production. The value of money can thus rise when general 
prices are rising; this would occur when there was an increase 
in the production costs of all commodities, the money commodity 
included. 

Money is a measure of value, and it can be this only if it has 
value itself, value being the congelation in a commodity of 
socially necessary labour-time. Tokens can be used instead of 
real money, but tokens are not the measure of value, and no 
change in prices follows the use of tokens as long as the tokens 
merely replace gold in circulation. If the tokens are in excess 
of the gold that would circulate, they become depreciated in 
terms of gold, and prices in tokens will rise. There can be a 
forced currency of tokens, and then the value of tokens, in the 
sense of their purchasing power, does depend on their quantity. 
The following characteristic passage from Marx may be quoted : 


“While gold circulates because it has value, paper has 
value because it circulates. While with a given exchange 
value of commodities the quantity of gold in circulation 
depends upon its value, the value of paper depends on its 
own value in circulation. While the quantity of gold in 
circulation rises or falls with the rise or fall of prices of 
commodities, the prices of commodities seem to rise or fall 
with the change in the quantity of paper in circulation. 
While the circulation of commodities can absorb only a 
definite quantity of gold coin and as a result of that the 
alternating contraction and expansion of the currency 
appears as a necessary law, paper money seems to enter 
circulation in any desired amount.” + 


Marx considers the possibility of a forced circulation of gold, 
in which case the actual quantity of gold in circulation might be 
above the normal quantity as determined by the value of gold. 
Prices would then rise, but there would be a tendency for gold to 
escape from the area of forced circulation and, moreover, there 
would be a tendency for the production of gold to decline so 
that in time the normal quantity would be restored. 

The Marxist theory gives an explanation why the United 
States and France, the receivers of surplus gold, have become 
hoarders. These countries did not desire to convert the gold 
into commodities for consumption, and they did not see safe 
1 Critique, p. 160. 
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openings for its conversion into capital, 7.e. commodities yielding 
surplus value. Had they forced into circulation a greater quantity 
of gold than was needed at the existing price-levels, they would 
soon have lost the gold. They might have exchanged the gold 
for other use-values, but, as in the case of all hoarding, they 
preferred to keep the universal exchange value. Similarly, the 
‘‘ pumping of money into the system ”’ means nothing if it merely 
replaces gold by tokens. 

Credit acts as a substitute for money, but it is by no means as 
good as money, as is shown during a crisis, when everybody 
demands money. The demand for gold in a crisis is crazy, but it 
is a necessary consequence of the breakdowns of credit that 
necessarily occur from the working of the capitalist system. 
The credit system is the main lever of over-production and over- 
speculation because it strains the productivity of industry, 
elastic in its nature, to its extreme limits. The monetary system, 
says Marx, is essentially Catholic, the credit system Protestant. 
He appears to be thinking of Lutheran justification by faith. 
He adds that the credit system does not emancipate itself from 
the basis of the monetary system, any more than Protestantism 
emancipates itself from the foundations of Catholicism. 

HENRY SOMERVILLE 





A Furtuer Note on DecreEAsine Costs 


INTERESTING additions to the theory of decreasing costs have 
been made in recent numbers of the Economic JouRNAL by Mrs. 
Robinson ! and Mr. Shove; ? complete precision in this field is 
almost within our grasp; certain obscurities, however, remain to 
be cleared up. In particular Mr. Shove’s criticism* of Mrs. 
Robinson has brought to light some difficulties connected with her 
conception of a normal rate of profit. 

She defines a normal rate as that which neither attracts new 
nor drives out old competitors.4 In the case of imperfect competi- 
tion, however, it appears that this definition does not specify a 
particular rate, but only a range of rates. 

If there were a unique rate such that any rate in excess of it 
attracted new competitors and any rate below it caused defection, 

1 Economic JOURNAL, December 1932. 

2 Ibid., March 1933. 


8 Loc. cit., p. 119. 
4“ Tf profits are more than normal, new firms will tend to enter the industry. 


. . - If profits are less than normal, firms will tend to leave the industry.’’— 
Robinson, loc. cit., p. 546. 
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we should surely be in the sphere of perfect competition. As Mr. 
Shove observes, Mrs. Robinson’s treatment suggests free entry 
into the trade, and free entry is “‘ difficult to reconcile with the 
notion of an imperfect market.’”’ Mrs. Robinson really does no 
more than define limits within which any rate may be considered 
as normal. 

Nevertheless, in order to use an apparatus of cost curves 
effectively and to give any meaning to the expression, decreasing 
costs, it is necessary to specify a single rate of profit. It is this 
rate which has to be used in determining the supplementary cost 
due to a given capital installation. 

Within the range of possible equilibrium rates which Mrs. 
Robinson’s definition yields, one particular rate stands out with 
a marked claim to be considered the normal rate. This is the rate 
just sufficient to induce the firm itself to embark on additional 
fixed capital expenditure. It is likely to be lower than the rate 
required to attract new firms into the business and higher than the 
rate at which firms tend to fall out. In a period long enough to 
allow a firm to adjust its fixed equipment to the prospective 
demand, the rate of return to the marginal installation of fixed 
equipment tends to be equal to what the firm considers adequate. 
This rate of profit should be regarded as the supply price of fixed 
equipment for the firm, and should be used in computing its 
supplementary costs schedule. 

It remains to consider how this definition of normal profit in 
imperfect competition affects the theory of equilibrium. In a 
short-period equilibrium, it will be remembered, marginal cost of 
production is equal to marginal revenue ; ! price and average cost 
may have different values, but, if they have a common value, the 
price and average cost curves must be tangential at the equi- 
librium point. What of the longer period? First, profit on 
fixed equipment must lie within the limits postulated by Mrs. 
Robinson. This condition need concern us no further. The 
second condition may be expressed in two ways which come to 
the same thing. The firm will use such an amount of fixed equip- 
ment that it produces the equilibrium output in the cheapest 
way (charging fixed equipment with a normal rate of profit as 
defined above). Put otherwise, the marginal revenue due to the 
marginal outlay on fixed equipment yields a normal rate of profit 
upon it. 

1Mrs. Robinson has re-christened my somewhat clumsy “ increment of 


aggregate demand curve’’ with the more elegant name, “ marginal revenue 
curve.”’ Cf. Economic JouRNAL, June 1930, p. 238, and December 1932, p. 546. 
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I showed in an earlier article 1 that a firm’s cost of production 
may be represented by a family of parabolas, each member of the 
family representing the cost of producing different amounts of 
output from a given amount of fixed equipment. The cheapest 
mode of producing any particular amount of output, 2, is by 
using that amount of fixed equipment the parabola of which has 
the lowest ordinate of all the parabolas at z,. Since in a long 
period a firm will tend to produce in the cheapest manner, the 
long-period cost curve is the envelope of the family. 

In constructing each parabola, a normal rate of profit, as 
defined above, should be assumed. For it is precisely this rate 
of profit which determines the action of a firm, when deciding 
whether to extend (or reconstruct) its plant or not. It will 
regard extension of plant as the cheaper way of producing an 
increment Az, when the extra prime cost required to produce Ax 
without extra plant exceeds that required to do so with the extra 
plant by anything more than an amount yielding a normal rate 
of profit, as defined, on the extra plant.? 

It follows that the second mode of stating the second condition 
for long-period equilibrium set out above comes to the same thing 
as the first mode. In long-period equilibrium the firm will be 
earning on its marginal outlay on fixed plant a rate of return 
which it regards as justifying fixed capital expenditure. 

In long-period equilibrium the long-period cost curve and the 
curve showing total cost per unit of producing from the particular 
plant in use are tangential at the point of equilibrium output 
(vid. sup.). Are these curves also tangential to the demand 
curve ? 

If they are, the price is equal to the total cost of production 
per unit, which means, that it yields an average rate of profit on 
the fixed plant that is equal to the rate used in constructing the 
cost curve, i.e. that the average rate of profit is equal to the 
normal and to the marginal rate. If, as Mrs. Robinson implies, 
the firm must earn a unique normal rate of profit on all its fixed 
equipment in long-period equilibrium, then her conclusion follows 
that the total cost per unit curve, which embodies this rate, must 
be tangential to the demand curve, and, since that has a negative 
gradient in an imperfect market, an equilibrium firm working for 
an imperfect market must show decreasing costs.* It is true that 


1 Economio JOURNAL, December 1931, p. 575. 

2 If the next biggest size of plant can only be achieved, not by the addition 
of an extra piece, but by radical reconstruction, the period under consideration 
is longer. 

3 Cf. Robinson, loc. cit., p. 549. 
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in equilibrium a firm’s rate of profit on all its fixed equipment 
must be normal in her sense. It is not true that there is a unique 
normal rate of profit in this sense. Nor is it true that a firm must 
earn a normal rate of profit on all its fixed equipment in the 
unique sense defined above. It must earn a normal rate so 
defined on its marginal fixed equipment. If the price exceeds the 
total cost per unit, the average rate of profit on the firm’s fixed 
equipment will exceed the marginal which is equal to the normal 
rate, and if the price falls short of the total cost per unit the 
average rate of profit in the firm will fall short of its marginal 
which is also its normal rate. 

It seems to be true, therefore, that it is not a necessary condition 
of long-period equilibrium that the price should be equal to the 
total average cost per unit. If the price is greater than the total 
average cost per unit, the gradient of the demand curve has a 
greater negative value than that of the total cost per unit curve ; } 
in this condition, therefore, the long-period cost curve may not 
have a negative gradient at all. If the price is equal to or less 
than the total average cost per unit, the long-period cost curve 
must have a negative gradient. It seems to follow from this that 
after a period of prolonged depression when firms are tending to 
reach a long-period equilibrium at a low level of output, prices 
and profits, long-period decreasing costs are more than usually 
likely to be present in firms that are in imperfect competition. 

This analysis confirms the view of an earlier article,” that an 
equilibrium firm working in conditions of imperfect competition 
may be subject to decreasing long- and short-period costs in 
equilibrium. It is in conflict with the further contention that such 
a firm must be subject to decreasing costs. 

Mrs. Robinson’s theorem is consistent with a possible definition 
of normal profit, but not with that given above. The definition I 
have chosen may be defended on the grounds, first, that it is 
natural and conformable with general economic usage, and 
secondly, that the cost curve which it entails is the most appro- 
priate one, if cost analysis is undertaken with an eye to supply 
price analysis. Mrs. Robinson has shown that changes of supply 
price in imperfect competition, depend on the nature of changes 
in demand. The simplest kind of change in demand to suppose 
seems to be that the particular demand curve, as it shifts its 


1 Since the marginal revenue curve and the marginal cost curve intersect 
at the point of equilibrium output, z,, that average curve must have the greater 
negative gradient which has the greater value at z,. Cf. the formula on p. 570, 
Economic JOURNAL, December 1931. 

2 Economic JOURNAL, December 1931. 
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position, retains a constant elasticity for each value of y. In the 
face of such changes the supply price curve and the cost curve 
constructed in the manner suggested above both have a negative 
gradient, both have a positive gradient or are both horizontal.! 
R. F. Harrop 
Christ Church, 
Oxford. 





OFFICIAL PAPERS 


Industrial Surveys of Merseyside, the Lancashire Area (excluding 
Merseyside), the North-East Coast Area, the South-West of 
Scotland Area, and South Wales, made for the Board of Trade 
by the Universities of Liverpool and Manchester, the Arm- 
strong College, Newcastle-on-T'yne, the University of Glasgow 
and the University College of South Wales and Monmouth- 
shire. (London: H.M.S.O. Prices 2s. 6d., 6s., Js. 6d., 
4s. 6d. and 3s. 6d. net.) 


Tuts excellent series of studies aimed at securing a definite 
and reasoned picture of the industrial position and prospects in 
what are called the ‘‘ depressed areas,’”’ and the reports are thus 
essentially studies of employment and of the demand and supply 
of labour. Their range is consequently more restricted than that 
of the industrial volumes of the New Survey of London, with 
which comparison at once suggests itself; and the inquiries had 
also to be carried out within much severer limits of time. But 
the terms of reference encouraged a broad survey of their subject- 
matter, and the investigators made admirable use of their oppor- 
tunities in this respect. A further disadvantage was that, since 
their completion was required by the end of 1931, their con- 
clusions had to be drawn before the results of the departure 
from the gold standard had been fully worked out; and this 
gave inevitably a tentative character to some of their conclusions, 
though the series included some successful forecasts of the future 
course of events. 

The reference laid particular stress upon certain problems— 
the contemporary industrial position in each region, the existence 
or otherwise of prospects of early expansion of its industries or 
of development of new ones, with special reference to recent 
general industrial changes, and the prospective employment 
capacity and probable labour surplus of each region within the 


1 The last two propositions were suggested to my mind by a hint given by 
Mrs. Robinson herself. She must not, however, be held responsible for them. 
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next few years. The number of the inquiries led to certain 
differences in presentation, in standards of calculation and 
measurement and, to some extent, in the subjects dealt with; 
but it also contributed to give a wider range of discussion and 
outlook. Usually the method adopted was to begin with a 
general picture of each area, to follow this by a detailed treat- 
ment of its industries individually, and to conclude with a dis- 
cussion of future prospects and of the extent and character of 
the labour surplus. Each of the regions dealt with has a character 
of its own, which contributed to give individuality to the reports ; 
and that for Merseyside gave an admirable picture of the economic 
life of a great shipping and transport centre. 

The highly important question of estimating the surplus of 
labour has many difficulties. Generally speaking, the year, or 
the period ending with, 1929 can be taken as the post-war normal ; 
but a complete estimate of the surplus requires to take account 
of the increase in post-war, over pre-war, unemployment, and 
in particular to distinguish, so far as possible, the surplus proper 
from the reserves required for the ordinary working of industry. 
The North-East report in estimating an unemployment in the 
near future of 80,000 or 15 per cent., regarded 3 per cent. of this 
as “‘the margin for the normal floating movement of workers,” 
thus giving a reserve of 16,000 and a true surplus of 64,000. 
The Merseyside report, again, provides valuable separate esti- 
mates of surplus due to world depression and to local and other 
conditions, on the basis of a comparison of the unemployment 
figures for Merseyside in 1931 and 1929, and for Great Britain 
as a whole in 1929. Possibly more might have been done in 
some cases to make comparisons with pre-war conditions and 
to utilise the calculation made by the Government Actuary for 
the Blanesburgh Committee of a pre-war average of unemploy- 
ment of 4} per cent. 

The areas dealt with provide some interesting contrasts, and 
some important considerations emerge. The reports, for instance, 
rather stress the danger of excessive localisation, notably in South 
Wales, with its very marked dependence on coal, and in the North- 
East Coast with its high concentration on the heavy industries. 
The South Wales report emphasises the effects of specialisation 
not only on the whole area, but as between different districts 
within it. Swansea, for instance, has a more varied range of 
industries than most of the area and has remained relatively 
prosperous during the period under discussion. Again, Mersey- 
side, as predominantly a shipping region, has been specially hit 
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by the decline in the export trades, and in certain directions 
appears to be more severely hit than the rest of Lancashire. 
The smaller or more isolated areas seem to suffer most from 
depression, such as the remoter valleys in the north of the Welsh 
coalfield, or the villages, almost entirely dependent on one or 
two mills, in the cotton-weaving belt of Lancashire. Incident- 
ally, the Lancashire report contains a suggestive examination of 
the effects of technological improvements upon the future surplus 
of labour in the cotton industry. 

The extent of specialisation in an area seems also to affect 
the prospect of attracting “‘ new ” industries, in regard to which 
geography also exerts an influence. The North-East Coast 
report, for instance, stresses both causes, and emphasises the 
effects of distance from the great consuming centres and con- 
sequent increases in transport costs. Similarly, the report on 
the South-West of Scotland says: “Some firms complain that 
the distance from London operates against them, in so far as 
foreign buyers will not come so far North.” The Lancashire 
report, on the other hand, emphasises that the variety of Lanca- 
shire’s industries is greater, and its dependence on cotton less, 
than is generally assumed, and argues, with ability, the case for 
special efforts to direct new industrial developments towards the 
county. In particular, it suggests that an equal total unem- 
ployment in the whole country is less injurious, if widely dis- 
persed, that when concentrated in a few areas. For the latter 
involves greater injury through the effects of permanent unem- 
ployment, and more serious results for the general building, 
transport and distributive organisations. The report also believes 
that short-time methods of applying unemployment insurance in 
the cotton industry have the merits of maintaining habits of 
work and minimising the dangers to them of continuous unem- 
ployment. The South Wales report, again, argues for a definite 
policy of bringing new industries to the region. Here migration 
to other areas, estimated at 242,000 between 1921 and 1931, has 
been so large that ‘“‘ the remaining surplus must consist largely 
of persons specially difficult to transfer.’ Moreover, further 
large-scale transference must affect unfavourably the general 
economic life and cause industrial equipment to “ become redun- 
dant or to be wasted by partial utilisation, whilst elsewhere the 
community will expend its labour power on new equipment. 
A deliberate effort to introduce new industries into the region 
seems justifiable as a sound measure of public economy.” 

The entry of new recruits to industry appears sufficiently 
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rapid to aggravate the problem. Both Lancashire reports lay 
stress upon the point, and in South Wales a local inquiry reported 
a probable surplus of juvenile labour between 1932 and 1938, 
on the basis of a school-leaving age of fifteen, in all but a few 
areas. On the other hand, reports on the mobility of labour are 
on the whole reassuring. On Merseyside, ‘‘the labour force is 
acknowledged to be highly adaptable to a wide variety of occu- 
pations and shows exceptionally high mobility.” This seems 
largely due to the greater facilities for transfer provided by 
mechanised production, especially where much of the labour is 
unskilled. Again, in the South Wales coal-field, psychological 
and other causes normally limit mobility to places outside the 
area; but within the area itself a considerable degree of mobility 
is reported. In Lancashire again, whilst unemployment insur- 
ance is held to contribute to an existing shortage of females in 
parts of the clothing trades, doubts are thrown upon the effects 
of the much-criticised short-time system. Indeed, family earn- 
ings and slackness in other industries appear to be regarded as 
more potent influences. ‘‘ It seems hardly open to doubt that, 
if other industries could offer full-time employment in such towns 
as Bolton and Blackburn, there would be no lack of applicants 
for employment at wages lower than could be earned on full time 
in cotton.” 

Special interest attaches to the Distributive Trades, and all 
the reports discuss their growth. Much of this appears to be 
permanent and to increase permanently the demand for labour. 
“‘ The demand for the products of the ‘ new ’ industries has brought 
into being a new army of workers to distribute them; so far as 
this expansion is the sign of a rising standard of living even in 
a ‘ depressed ’ region, it may be regarded as a desirable develop- 
ment and a definite compensation for the decline of the heavy 
industries ”’ (South Wales). Moreover, the facts seem to suggest 
that, in part at least, the present evils of mechanisation are 
abnormal, since the world depression has prevented the industrial 
expansion which would ordinarily result from technical improve- 
ments, thereby mitigating the displacement of labour. There 
are, however, certain less favourable features in the growth of 
the Distributive Trades. The South Wales report, for instance, 
fears that part of it is parasitic in character, involving blind- 
alley juvenile employment or the use of low-wage adult labour. 
Moreover, the Merseyside report suggests that the depression 
may itself have tended to increase temporarily employment in 
these trades, by causing severer competition to secure custom ; 
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and this is likely to retard temporarily the absorption of surplus 
labour after trade revival has begun. For, at first, there may 
actually be some reduction of employment, as the severity of 
the competition is relaxed. A somewhat similar influence may 
be felt owing to the question of “slack” in employment. In 
certain industries, notably shipping and railways, depression 
sometimes takes the form not-.of dismissals or short time, but 
of causing workers in full-time employment not to be fully 
occupied; and in such cases fresh workers are not likely to be 
engaged till the time of those already in work is completely 
provided for. Nor must the normal effects of short-time work- 
ing be overlooked, and sometimes there is great leeway to be 
made up, notably among cotton weavers working less than the 
normal number of looms. 

Many other points of interest arise out of the Surveys, on 
subjects such as the position of female labour or the results of 
technological improvements, whilst the detailed reports on par- 
ticular industries should yield much information. But it may 
be mentioned that references are made in several reports to 
defects in industrial statistics and to means of improving them. 
The Lancashire Survey, in particular, experienced difficulties 
from the fact that the areas covered by the available returns 
differed from each other and from the area of the Survey itself, 
and makes some excellent suggestions for improving and co- 
ordinating central and local statistics on national or regional 


lines. 
N. B. DEARLE 





OBITUARY 


Proressor Lauriro VinHELM Birck (1871-1933) 


Lavurgiro VitHELM Brirck was born in Copenhagen on 
February 17, 1871, and died on February 4, 1933. Entering 
academic life in 1908 as a Docent in the University of Copenhagen, 
he was appointed Professor of Economics in 1911 and in 1930-31 
he served as Rector of the University. Before this, he had 
accumulated a rich store of experiences which he was able 
to utilise to give life and realism to his lectures. In his twenty- 
fifth year he became the editor of an important conservative 
newspaper. Some six years later he took his doctor’s degree 
in political science (the first in Denmark). In the following 
year he was elected a member of the Danish Parliament, in 
which he served from 1903 to 1910 and again from 1918 to 
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1920. For along time he was the youngest member, and though 
sometimes very tiring in debate, he could also when the mood 
was on him sparkle and scintillate, rousing his audience to 
enthusiasm. His most notable achievement in the Parliament 
was the unmasking of Gliickstadt, chief of an important Danish 
bank and a notorious swindler who had defrauded the bank of 
250 million Kroner. On many other though less spectacular 
occasions he brought numerous other swindlers and wrongdoers 
to justice. He always sought the truth fearlessly and without 
regard to persons. Once he said jokingly that he well knew he 
sometimes brayed as other donkeys, but sometimes he was that 
donkey through whose mouth the Lord spoke. 

A man of many peculiarities, he seldom got up before one 
o’clock in the afternoon and sometimes he went to the University 
to give his lectures with his hair uncombed, and once, it is said, 
he arrived without his tie. He often spent the night at a news- 
paper office, where he always expected the editor to provide a 
glass of beer and numerous cigars. The ashes of these cigars can 
still be seen on the carpets, as an -ash-tray had no interest for 
Birck. He always called himself Dr. Birck, and never Professor 
Birck, because, as he said, ‘‘ They have made me Professor but 
Doctor I have made myself.’ He liked to get letters though he 
seldom answered them, and once when someone complained, he 
replied, “‘ Do you think I am a clerk? ” 

Birck was held in extraordinary affection by his pupils and 
for them he could never do enough. As a teacher he sought no 
other reward than the pleasure of seeing his pupils getting good 
positions. He would talk to a student for hours, walking up 
and down the streets long after midnight, perhaps even without 
noticing that it was raining. Then before he returned to the 
hotel where he lived he would suddenly ask the young man, 
“ And what is your opinion? ”’ but before this could be given he 
would add, “‘It doesn’t matter what your opinion is, for all 
people are wrong; but it does matter that you have an opinion.” 

He was always ready to help his pupils to the full extent of 
his ability. He inspired them by his original genius, his acute 
observations and his ripe judgment. Sometimes, it is related, 
he would sit on one of the tables in his class-room with his pipe 
lit and enthrall his students with his penetrating observations on 
economic conditions in Denmark and foreign countries. 

To English readers, Dr. Birck is best known by his Theory of 
Marginal Value published in 1922, which was based on a series 
of nine lectures delivered at the London School of Economics. 
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He also contributed an article to the Economic JouRNAL entitled 
“Theories of Over-production”’ (March 1927, Vol. XXXVII, 
pp. 19-32). In addition he produced a number of works in 
his native language, including a small, but comprehensive book 
on the Economics of Transport. 

K. G. FENELON 





FrEeD MANVILLE TayLor, 1855-1932 


From his youth, during which he was a college companion of 
the late Simon N. Patten, Professor Taylor was recognised by his 
associates as a man of the most precious intellectual and social 
gifts; and he presently became a teacher of economics who 
exercised a wide influence through his abler students. His 
reputation has spread rather slowly, because his delicate constitu- 
tion and his passion for thoroughness conspired to limit sharply 
both the volume and the scope of his publications. To a degree 
he was like Thornton Wilder’s Cardinal, “a great talker, who for 
want of a Boswell must have his greatness perish with him.” 
Virtually his whole life was spent in three small southern-Michigan 
cities : Northville, his birthplace ; Albion, where he was Professor 
of History from 1879 to 1892, and Ann Arbor, where he received 
the doctorate in 1888 and taught courses in Economics from 1892 
until his retirement in 1929. His interest in philosophical and 
political matters found expression in his doctoral dissertation, 
“The Right of the State to Be ” (1891), and in several articles 
on American monetary and banking problems during the silver— 
gold controversies of the ‘nineties. In 1906 his students were 
supplied with a 300-page book, Some Chapters on Money ; in 1907 
appeared Some Readings in Economics, with introductory com- 
ments; and in 1911 came the first of seven limited and local 
editions of his Principles of Economics. 

Only in 1921, in his sixty-sixth year, was offered commercially 
to the world this modest undocumented text-book, which epito- 
mises the substance of his teaching. It reflects his neglect of 
details of wage{theory, and his inability to keep abreast of monetary 
doctrines; but it also presents a theoretical view of value, rent, 
interest, and profit, as well as a “‘ Critique of the Existing Economic 
Order,”’ which will long be valued by advanced students. It is a 
neo-classical system which achieves an extreme degree of logical 
coherence without undue sacrifice of realism. 

Z. C. DicKINSON 
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national Wholesale Prices, 1924-33. 


Révue de l'Institut de Sociologie. 
JANUARY, 1933. L’avenir du capitalisme. B.S. CHLEPNER. 


Kyoto University Economic Review. 


DECEMBER, 1932. The Problem of Organs for Tax Assessment. M. 
KamBe. The Development of the Study of Economic History in 
Japan. E. Hongo. Cyclical Variations and Progressive Changes. 
Y. Takata. The “supplying purchasing power’? Plan. K. 
Taniaucut. On the Form of the Distribution of our National 
Incomes. S. SHIoMI. 


Scientia. 
Marcu, 1933. Contrasti tra le teorie economiche e i fatti. C. GINI. 


Zeitschrift fiir Nationalékonomie. 


Marcu, 1933. Das Zweck-Mittel-Denken in der Nationalékonomie. G. 
Myrpat. Onthe Idea of Purpose and Means in Economic Theory. 
Die grundlegende Ursache der wirthschaftlichen Schwankungen. 
G. U. Parr. The author endeavours to reduce ad absurdum the 
theories such as those of Hawtrey, Robertson, and Keynes, which 
attribute the variation of prices to money and credit. An 
extraneous event must initiate a cycle, which then proceeds by 
errors of estimate. Die gegenwdrtige Stand der reinen Theorie der 
Finanzwissenschaft in Italien, II1. M. Fastant. Discusses the 
theories of Pantaleoni, Einaudi, Barone, and others. 
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Schmollers Jahrbuch. 


Fresruary, 1933. Heinrich Herkner zum Geddchtnis. The speeches 
of Sering, Miller, and Sombart at the Heinrich Herkner memorial 
meeting. Heinrich Herkner als Sozialpolitiker. C. LEUBUSCHER. 
Reine und realistische Wechsellagenlehre. G. Ciaustna. The 
problems of cyclical fluctuations are not amenable to a purely 
theoretical treatment, though there is much to be said for 
Schumpeter’s original theoretical approach. The methods of the 
* realistic-historical ’’ school of trade-cycle theory are defended 
against recent criticisms. Arbeitsbeschaffung und Rentabilitat. 
P. QuanTE. The general unemployment crisis in Germany and 
the catastrophe of the last year. Proposals are advanced for a 
large-scale mitigation of unemployment in Germany by the 
stimulation and extension of industries manufacturing consump- 
tion-goods, and details given of the financial scale of the operations 
involved. Ist Sozialpolitik im Liberalismus Méglich ? F. Litax. 
Wert und Preis als Ausdrucksformen verschiedener Entwicklungs- 
stadien. K. PintscHovius. A review of Gottl’s latest work, 
Wirtschaft und Wissenschaft, which is affiliated to the Sombart 
school. 


Zeitschrift fiir die gesamte Staatswissenschaft. 


Frepruary, 1933. Der Inhalt der Politik. A. Kotnart. Zur Neu- 
gestaltung der Gemeindefinanzwirtschaft. J. JESSEN. Russland 
und die Kontinentalsperre. KE. 'TARLE. 

Apri, 1933. Probleme des korporativen Staates. L. M. LACHMANN. 
The idea of ‘‘ corporative ”’ associations within the Fascist state is 
examined. The Sindicati which have been substituted for the 
Confederazione Generale di Lavoro are non-political in character. 
But as long as private initiative remains as it does in Italy, no 
“‘corporative ’’ economic system can exist. Zur Methode der 
Preisgeschichte. M. J. Exsas. The work and aims of the Inter- 
national Scientific Committee for the History of Prices are 
described, and it is hoped that light will be thrown on many 
problems of German historical research as a result of the German 
section’s work. Die objektivistischen statisch-deduktiven Preis- 
theorien. E. H. Voaen. An analysis of the price-theories of 
Cassel, Adolf Weber, and Oppenheimer, and their limitations in 
the interpretation of concrete economic phenomena. The assump- 
tions they make in dealing with static conditions do not hold for 
the real world. 


Archiv fiir Sozialwissenschaft und Sozialpolitik. 


FEBRUARY, 1933. Zur Soziologie des Faschismus. F. BoRKENAU. 
Nordwesten und Osten in der deutschen Futtermittelpolitik. H. 
Nienavs. Schwerigkeiten und Aufgaben internationaler Lohnkosten- 
vergleiche. M.S. Braun. 

Marcu, 1933. Zur Systematik der Maraschen Staats- und Gesellschafts- 
lehre. KE. Lewauter. Warenlagerpolitik und _ rationalisiertes 
Angebot. H. Makower. By rationalised supply is understood 
such a regulation of supply as attempts a realisation of the long- 
run equilibrium price and the long-run equilibrium production. 
The theory of a rationally controlled supply based on the concept of 
the elasticity of supply and demand as distributed through time is 
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elaborated and applied to such experiments as the control of rubber, 
sugar, and coffee. The importance of time-lags in the adjustment 
of capital investment and production is emphasised. Das Vélker- 
bundsekretariat. F.Bartoscu. P.J. Proudhon in neuer Beleuch- 
tung. A. MENZEL. 

APRIL, 1933. Das Fellachenproblem in Vorderen Orient. Zur Orientalis- 
tischen Agrarfrage. A. Bonn&. The outstanding feature of the 
pre-war agricultural system in the Near East was the preponderat- 
ing importance of the land, both socially and economically. This 
is reflected in the Islamic legal code and in the feudal organisation 
of society ; the agrarian system was isolated and free from external 
influences. The war created the fellaheen problem in its present 
form by making the peasant conscious of potential improvements, 
by subjecting the agrarian market to world prices, and by over- 
throwing ancient conditions of land tenure. Das Wdhrungs- 
politische Ziel der Papierwdhrungslinder. A. Nigusen. The 
deficiencies of the purchasing-power parity theory for determining 
policy, especially in abnormal periods, are discussed. The 
stabilisation of the internal price-level would only be beneficial 
psychologically for countries with paper currencies ; it could only 
help to cure depression if the wholesale price-level were simul- 
taneously raised and the foreign exchange were made to fall to 
stimulate exports. Ausgangspunkte, Formen und Wirkungen des 
Devisenzwangswirtschaft. H. Gnoss. The purpose of foreign 
exchange control is to prevent a flight of capital, not caused by 
differences in interest-rates and risk-premium. The theoretical 
problems of organising capital transactions which do not adversely 
affect the balance of payments are applied to Germany. It is 
impossible to abolish the control of foreign exchanges until con- 
fidence—internal and external—is restored ; and the first sign will 
be the obliteration of the divergences between German and foreign 
quotations for German bonds. Uberblick iiber neuere Literatur auf 
dem Gebiete der sozialen Fiirsorge. Marie Baum. Zur Soziographie 
des Arbeitslosigkeit. H. ZEISL. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


FEBRUARY, 1933. Die abgeleiteten Einkommen. M. KELBER. 

Marcu, 1933. Die Motive der Fiirsorge. E. WAGNER. Die Gaussche 
Verteilung der Gestorbenen. E. J. GUMBEL. 

Apri, 1933. Zur Soziologie des Berufs. K.F. Mann. Kartellpreise 
und Tarifléhne im Konjunkturverlauf. H. WAGENFUHR. 


Weltwirtschaftliches Archiv. 


ApRIL, 1933. Der wirtschaftliche Weltwille. Die Krisis und die Welt- 
wirtschaftskonferenz. J. Hirscu. The causes of the crisis are the 
crash of the prices of materials and the accumulation of stocks. 
The former has upset all industrial values, and created a new world 
level of values, which effects both the volume of trade and the 
payments of interest and indemnities. A new level of values is 
necessary for the sake of world indebtedness. Die Industrialisie- 
rung der wirtschaftlich riickstindigen Linder. J. B. CoNDLIFFE. 
Discusses the spread of the Industrial Revolution in relation to the 
present crisis, and lays stress on the effect of trade restrictions in 
preventing industrial development in India and China, particularly 
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in the textile industries. Hntwicklungstendenzen im Weltlandel der 
letzten 50 Jahre. W.Nevuutine. The general dismemberment of 
world trade has affected the industry of Europe by new competition, 
especially from America and Japan; but new varieties of product 
have still a good chance in spite of Protection. Zur Frage der 
sogennanten Enteuropdisierung des Welthandels. W.Scuiotr. A 
statistical inquiry into the fall of Europe’s share of world trade, 
and of the regions specially affected. Kritische Betrachtungen zur 
neuzeitlichen Zollpolitik. J. Mazzi. Discusses the relation between 
international parity of tariffs and limited preferences, and decides 
in favour of the former. Die franzdsische Volkswirtschaft in der 
Weltkrisis. LL. PemmMery. The incidence of the crisis in France 
came later, but with no less severity, than elsewhere. Inter- 
national action is a condition of betterment. Die Entwicklung des 
japanischen Aussenhandels. T. Yumoto. A statistical-historical 
inquiry. Zur Frage eines internationalen Systems der Gold- 
wihrungen. E. Linpany. In relation to proposals made to a 
Gold Committee in Sweden, the question of the most acceptable 
future system is discussed. Die Struktur der zwischenldndischen 
Kapitalbewegungen. H. H. Hontretp. This article aims at a 
new method of inquiry into the nature of the international short- 
loan fund and its relation to the international credit system. It 
is held that there are different effects on the distribution of credit 
according as it is gold, credits of banks of issue, or credits of private 
banks which are transferred. Theshort-loan fund has created some 
almost insoluble problems for banks of issue, and a new technique 
of international co-operation is necessary. Begriff und Bedeutung 
des Kredites. R. Reiscu. Distinguishes real credit (Sachkredit) 
from fiduciary. The risks involved in the latter are discussed. 


Giornale degli Economist. 


NovEMBER, 1932. Risparmio, investimento, interesse. PROFESSOR B. 
FoA discusses at some length the various meanings which the 
Classical School, B6hm Bawerk and Mr. Keynes have given to the 
phrase “ the equilibrium rate of interest,’’ and comments on the 
recent controversy between Mr. Keynes and Professor Hayek. 
Economia e finanza nell’ opera di Leone Wollemborg. F. Luzzatto. 
Alcuni indici sulle industrie tessili italiane. L. LENTI. 

DECEMBER, 1932. Problemi economici dell’ ora presente. G.MOoRTARA. 
An analysis of the difficulties from which the world is suffering 
to-day shows that they can only be solved by international action 
and co-operation. L’imponibile di mano d’opera nell’ economia 
agraria del bassopiano lombardo. P. ALBERTARIO. 

JANUARY, 1933. Le vied’uscita. G.U. Papi. A critical examination 
of a number of proposed remedies for the present industrial 
depression, with the conclusion that the only effective remedy 
consists in a systematic and rational reduction of costs. Con- 
siderazioni intorno alla teoria della domanda. V. Domtnepd. A 
discussion of certain aspects of the theory of demand with special 
reference to the methods of approach employed by Marshall and 
Pareto. Le responsabilita degli Stati Uniti nelle “ riparazioni.”’ 
A. FELLETTI-SPADAZZI. 

FEBRUARY, 1933. Ordinamenti e sistemi economici nella storia e nella 
realta corporativa. C. E. Ferri. The Corporative organisation 
in its present form in Italy has the following main characteristics : 
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der (a) it is a unitary and totalitarian structure on a national basis; 
of (b) it is a system of open groups; (c) it is a non-exclusive system, 
on, inasmuch as the same individual can participate in different 
ict groups; (d) these groups impose certain uniform controls on the 
ler individuals who constitute them; (e) the State imposes certain 
A uniform controls on individuals who are outside the groups; 
le, (f) it is a system of groups considered equal under the control of 
ur the State. An examination of each of these characteristics and a 
en comparison with the ancient guilds and corporations shows that 
les the Corporative organisation of Italy is the climax and realisation 
ler of a long historical process. Gli esperimenti di compartecipazione 
ce collettiva nel Mantova. A Lanzituo. An account of a new form of 
r- collective métayage which has recently been adopted in the 
les province of Mantua. Jl Consiglio nazionale delle corporazioni ; 
al notizie sul suo regolamento interno e su istituzioni estere affini. G. 
d- BASSANI. 
le La Riforma Sociale. 
on NOVEMBER-—DECEMBER, 1932. La ‘“‘sterilizzazione’’ dell’ oro. A. 
a CaBiaTI. So far from regretting the sterilisation of gold in recent 
t- years by the Bank of France and the Federal Reserve System of 
t America, we should welcome this as providing the means by which, 
it when a revival comes, powerful assistance in the form of loans can 
ie be made by these countries to other countries which are in need 
e of capital to aid and accelerate their recovery. 1 protezionismo e 
e la crisi.—Il tramonto della ‘‘ clausola della nazione piu favorite.” 
g E. Grretti. An account of the manner in which in recent years 
t) tariff systems have been so extended and developed as largely to 
nullify the benefits formerly conveyed by the Most-favoured- 
nation Clause. The recent policy of England, especially that 
decided at Ottawa, comes in for severe criticism. A favore delle 
. azioni privilegiate (ma non di quelle a voto plurimo). L. EINAuDt. 
e L’imposta complementare e l’accertamento deduttivo. A. DENI. 
2 JANUARY—FEBRUARY, 1933. La crisi e le ore di lavoro. G. AGNELLI 
3 and L. Ernaupi. An exchange of letters between Senator Agnelli 


and Professor Einaudi, in which the former urges the need for a 
general reduction in the hours of labour as a remedy for techno- 
logical unemployment, while the latter puts forward various 
objections to such a measure if it is made general and compulsory. 
La crisi e % nuovi provvedimenti del Governo. PROFESSOR A. 
| CABIATI discusses the nature of the economic crisis in Italy with 
special reference to the measures recently taken by the Italian 
Government to liquidate some of its effects in the industrial field. 
In view of the fact that the intervention of the State in industry 
during and after the War was of a very far-reaching character, 
it is not possible for the State to ignore the difficulties with which 
many industries are now confronted. Such action does not imply 
the abandonment of the free play of economic forces, for this free 
play was abandoned already during the War, but rather the re- 
creation of conditions in which economic forces can once again 
operate freely. Di taluni sofismi pi comunemente in uso nelle 
argomentazioni sociologiche. U. Ricci. Protezionismo e varia- 
zioni nel livello dei prezzi. V. Porri. The cause of the growth 
of protective tariffs and restrictions on international trade is to 
be found largely in the effects of falling prices on the economic 
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system of all countries. Affitti agrari a canone variabile. P. 
ALBERTARIO. La riforma dei dazi di consumo e suoi primi effetti. 
F. A. Répact. Sul movimento dei prezzi all’ ingrosso dal 1921 al 
1930. 8S. Gozo. “ Valore intrinseco”’ delle azioni ed umori del 
pubblico. R. Levis. 


Marcu-Aprit, 1933. Il mio piano non é quello di Keynes. L. 


Ernavupi. A criticism of the proposals in Mr. Keynes’s pamphlet 
The Means to Prosperity, in particular of the proposal for an inter- 
national issue of gold notes. Sugli interventi a favore delle impresse 
pericolanti. KE. Grretti. Ancora sugli interventi: causi ed 
effetti. A. Caxsiati. Senator Giretti pleads for a decrease of 
protection and State intervention in favour of branches of industry 
which find themselves in difficulties, while Professor Cabiati urges 
the need for State action to remedy and alleviate evils for which 
the State itself has been largely responsible in the past—especially 
during the war period. Economia ed etica. G. LORENZONI. 
Sullo scarto della parita dei poteri di acquisto della lira. L. C1ioF1 
preci Atti. An analysis of the changes in the Italian balance of 
trade since the War does not bear out the theory that a depreciated 
exchange in itself constitutes a bounty on exportation. Inflation 
gave rise to larger exports during those phases when domestic 
consumption had been reduced and industry was driven to export 
in order to find a market for products which could not be sold at 
home. Consigli ai risparmiatori. G. SACERDOTE JacHiA. Sul 
metodo di ricerca e critica negli studi finanziari. B. GRizioTti and 
C.E. A proposito di Cantillon e di indici alfabétici. A Loria and 
L. E. Professor Einaudi reproaches the economists of his own 
country and of all others except the Anglo-Saxon countries for 
their inveterate failure to provide their books with adequate 
alphabetical indexes. Dei libri italiani posseduti da Adamo Smith, 
di due sue lettere non ricordate e della sua prima fortuna in Italia. 
L. Ernaupi. An interesting article commenting on the Italian 
books in the library of Adam Smith and describing the origins of 
his influence in Italy. 


De Ekonomist. 


NOVEMBER, 1932. De Economische Calculatie in het Socialisme. 





A. A. Van Rutsn. The question of “calculation’’ played a 
small part in the early discussion of Socialism. It was brought 
forward by Mises. Interest in this aspect has recently revived, 
owing to (i) the Russian experiment, and (ii) ideas of a ‘‘ planned 
economy,”’ arising out of the present crisis. Reference is made 
to the recent works of Landauer, Klein, Heimann and others. 
Landauer’s suggestion that Socialism may build on the calcula- 
tions of Capitalism is untenable. Because of the absence of 
automatic adjustment and the extent of control, calculation is 
more necessary in Socialism than in Capitalism. The influence 
of price acts quickly in Capitalism; it is otherwise in Socialism. 
Statistics of consumption would be an unsatisfactory guide, as 
these refer to the past, and consumption, moreover, depends on 
price. There would thus be a danger of excess or shortage. 
The difference between monopoly (e.g. a Kartel) in capitalistic 
society and monopoly in the socialistic state is explained in 
criticism of Heimann. They differ in degree and in time. The 
proposal to base calculation on an hour’s work is criticised on 
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familiar lines. The “hour’s work” will vary according to 
efficiency of the worker, the agreeableness of the work and above 
all the capital equipment. Natural conditions (agriculture and 
mining) may also vary. The problem of stimulus is considered 
in reference to a suggestion of Landauer for the encouragement 
of workers by giving them an assured interest for a number of 
years in improvements devised by them. The difficulty with 
regard to interest, which is inevitable in a socialistic community, 
is illustrated by reference to Russia. Socialism would fail to dis- 
tinguish the technically possible and the economically desirable. 
Even in the socialistic state, conditions would be dynamic and 
changing, and there would be no method of determining the 
price for the use of capital. The demand for capital and the 
supply of capital would be in the same hands. De mogelijkheid van 
een meervoudig economisch evenwicht. II. J. G. Koopmans. 
A continuation of the previous article providing a mathematical 
analysis of the problem of ‘‘ multiple economic equilibrium.” 


DECEMBER, 1932. Nederlandsch Indie en de Crisis. J. C. KIELSTRA. 


The crisis signifies with regard to Dutch India that its place, 
relative to other parts of the world economy, has changed. The 
causes are, primarily: (i) changes in capital possessions, to the 
disadvantage of Western Europe as compared with the U.S.A. 
and Japan; (ii) the changed situation in Russia and China; 
(iii) the endeavours of many countries to be independent of others 
in important world-products; (iv) protectionist tendencies in 
nearly all countries. The world crisis is not part of the trade 
cycle; it represents a structural alteration in the world-economy. 
Dutch-Indian products are less desired, and consequently there 
has been a set-back in foreign trade. The effects of the crisis 
on the European population and on the native population are 
considered, and favourable counteracting factors are in each case 
indicated. The conclusion is that there is a better opportunity 
than in European countries for adaptation to the lower level of 
life made necessary by the crisis and its consequences. The 
effects on the budget are also considered. There is only one way 
out of the difficulties, viz. as speedy an adaptation as possible 
to the lower standard imposed here as elsewhere. De mogelijkheid 
van een meervoudig economisch evenwicht. III. J.G. Koopmans. 
Concluding section of the mathematical discussion of “‘ multiple 
economic equilibrium.”’ De 40-urige werkweek. F. BREEDVELT. 
A discussion of the difficulties inherent in the introduction of a 
40-hours week. 


JANUARY, 1933. LHconomische wetmatigheid, economische mogelijkheid 


en zedelijke eischen. M. J. H. Coppennuacen. A philosophical 
discussion of the relation of Economics as a branch of knowledge 
to Ethics, and of the relation of ethical demands to economic 
possibility. In the main an analysis of the nature of an economic 
law, and of the conceptions of ‘‘ economic possibility ’’ and of 
‘ethical demand.”” De gouden standaard en de crisis. H. W. C. 
BorpewisK. In the first place, the writer discusses the origin 
and functions of money. ‘“‘ As soon as gold has a real price, it 
is an unmistakable sign that the link between gold and money 
has been broken.’’ The medium of exchange becomes the 
measure of value. It is explained that constancy of value in a 
medium of exchange is not comparable to constancy in a measure 
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of length. In principle, money, merely as a medium of exchange, 
could function without stability of value. With increasing 
importance of the element of time, stability becomes more 
important. In the past, the meaning of stability has been sub- 
jected to two criteria, according as changes in the purchasing 
power of the standard arise from causes connected with the 
standard, or from causes not so connected. In fact money is 
always the guilty party. Its duty is to adapt itself to changes 
in the world; it must follow and be neutral. Stable money 
implies that the general price-level should remain stable, not that 
individual prices should. Holland should not follow England’s 
example. England abandoned the gold standard owing to 
special causes (which are enumerated); the step was not taken 
in order to achieve an improvement in the monetary system. 
In returning to the gold standard at the old parity, England was 
the dupe of a perverted idea of national pride. Until the crisis 
has been overcome, the time will not be ripe for reformation of 
the monetary system in the only direction which will exclude a 
general rise or fall of prices. Het kassiersbedrijf te Amsterdam in 
de 17 eeuw. H. Van HeLpEN. A study of the early banking 
history of Amsterdam. 
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